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Scientists tell us the geometric shape of the pyramids was chosen for its ability to produce
buildings of great strength. Ancient Egyptian architects realized the ever widening base

would make the structure more stable as it grew.

This year we have chosen the pyramid for the cover of our Annual Report to emphasize the

steps we have taken to make our institution stronger as we seek to prepare our Bank for the future.

Decisions made in the past year to retool our plans for growth, to restructure many of our
financial plans, and to rebuild our management team were necessary to help ensure Fidelity,

like the pyramids, would stand the test of time.

In 2003, your Board of Directors, Management Team and Fidelity employees began the
heavy work of laying a new foundation for growth. The next few years will show that the

Fidelity legacy is as strong as ever.
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FINANCIAL HIGHLIGHTS

For the Year Ended

Net Interest Income . ...................
Net Income
Dividends

Shares Outstanding At Year End .. .........

Net Income Per Share**
Net Income Per Diluted Share**
Dividends Per Share.
Weighted-Average Shares Outstanding® . ...

Return On

Average Assets .. ...
Average Capital ........................
Average Earning Assets

At Year End

Assets
Earning Assets***
Deposits

Net Loans

Loans Available for Sale .................
Shareholders” Equity . ........ ... ... ....
Book Value Per Share**
Ratios:

Net Loans to Deposits .................
Shareholders’ Equity to Deposits
Tier I Capital/Assets

Tier I Capital/Assets ..................

2003

Amount % Change

$ 14224964  -14.74%
$ 1,643,248 -59.39%
$ 1,601,898 4.95%
1,823,043 0.20%
3 0.90 -59.64%
$ 090 -59.46%
$ 0.88 4.76%
1,820,403 0.16%

2003
L]

0.29%

3.63%

0.31%

2003
Amount % Change

$575,215,466
$535,579,648
$401,442,546
$366,981,640
$ 19,863,577
$43,931,899
$ 24.13

91.42%
10.94%
7.68%
8.51%

*  Amounts were adjusted for the 2000 Stock Exchange
**  Calculations are based on the weighted-average number of shares outstanding
*** Earning assets are stated at amortized cost less non-accrual loans

-0.48%
0.56%
-2.98%
3.59%
-30.83%
-2.88%
-3.04%

2002

2001

2000

1999

$ 16,684,953 7.46%

$ 4,046,173 5.15%

$ 1,526,371 7.03%
1,819,376 0.01%

3 223 5.19%

$ 2.22 4.72%

$ 0.84 6.33%
1,817,430

2002
]

0.70%

9.47%

0.73%

2002
Amount % Change
$577,993,316 1.58%
$538,586,687 1.62%
$413,788,176 1.47%
$354,262,050 0.08%
$ 28,715,355  77.80%
$ 45,234,433 12.60%
$ 2489 12.21%

85.61%

10.93%

7.60%

8.28%

$ 15,526,058
$ 3,848,136
$ 1,426,097
1,819,168
$ 2.12
$ 2.12
$ 0.79
1,811,391
2001
L]
0.72%
9.64%
0.75%
2001
Amount

$ 569,029,838
$ 529,985,392
$ 407,778,728
$ 353,976,324
$ 16,150,020
$ 40,172,230
$ 22.18

86.81%
9.85%
7.28%
7.93%

$ 13,617,550
$ 3,182,628
$  1.366,075
1,806,274

1.76
$ 1.76

0.76
1,803,674

-

“»

2000

0.67%
9.54%
0.70%

2000

Amount

$491,077,054
$469,399,890
$339,310,328
$333,600,975
$ 9,953,958
$ 37,215,063
$ 20.63

98.32%
10.97%
7.84%
8.52%

$ 13,165,252
$ 3,797,693
§ 1,344,141

1,800,784
$ 2.12
$ 2.12
$ 0.75

1,792,232

1999
ERE—
0.94%
11.42%
0.97%

1999
Amount

$446,569,505
$424 837,295
$294,366,985
$296,193,518
$ 4,895,124
$ 31,841,549
$ 17.77

100.62%
10.82%
8.18%
8.98%
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BOARD OF DIRECTORS

Mr. Michael F. Marranca is Chairman of The Board of Directors. He has been a Fidelity
employee since 1967, a member of the Bank Board since 1976 and a Director of the
Company Board since 1999.

Mr. Samuel C. Cali serves as Assistant Secretary and Chairman Emeritus. He joined the
Bank Board in 1958 and the Company Board in 1999. He is a retired business executive.

Mr. John J. Glinsky, Jr. is Secretary of the Board of Directors. A member of the Bank
Board since 1972 and the Company Board since 1999, Mr. Glinsky is proprietor of the
John F. Glinsky Funeral Home.

Mr. Paul A. Barrett is a principal shareholder with the law firm of O’Malley, Harris,
Durkin and Perry, P.C. He joined the Bank Board in 1988 and the Company Board in 1999.

Mrs. Mary E. McDonald is a retired educator with substantial business experience. She
joined the Bank and Company Board in 2000.

Mr. John T. Cognetti is President of Hinerfeld Realty, Co. Mr. Cognetti joined the Bank
Board in 1988 and the Company Board in 1999.

Mr. David L. Tressler, Sr. is a businessman with extensive banking expertise. He is a consultant
with The Quandel Group, Inc. He took his seat on the Bank Board in 1998 and the Company
Board in 1999.

Mr. Patrick J. Dempsey is Vice Chairman of the Board. He is also Chief Executive Officer
of Dempsey Uniform & Supply, Inc. Mr. Dempsey has been a member of the Bank Board
since 1985 and the Company Board since 1999,

Mr. Michael J. McDonald is a partner with the law firm of Foley, McLane, Foley, McDonald
and MacGregor, P.C. Mr. McDonald has been a member of the Bank Board since 1994 and
the Company Board since 1999.

Mr. Brian J. Cali maintains a private law practice. He joined the Bank and Company Board
in 2001.




MESSAGE TO OUR SHAREHOLDERS

2003 was a year of many changes ... a year in which Fidelity D & D Bancorp, Inc. would

retool and restructure on our way to rebuilding the great Fidelity legacy.

After a year filled with special activities in celebration of our 100th year of service, it culminated
with a special drawing for a $100,000 Fidelity checking account. Customers were invited to
fill out an entry blank during their bank visit, and “finalists” were chosen each month from
March to December. On December 30, 2003, one hundred customers and their guests filled
our Main Lobby in anticipation of being chosen as our grand-prize finalist. Lucky winner Ann
Chiaro of Scranton won a $1,000 Fidelity checking account. A fabulous and fun event, the
drawing was broadcast live on our local ABC affiliate, WNEP - TV, during its news, and

rebroadcast on later newscasts. Fidelity received great publicity for this exciting promotion.

Other commemorative events occurring throughout the year included the Bank’s participation
in Scranton’s annual St. Patrick’s Day Parade, where, as a group, dedicated employees produced

and manned the beautiful green and white Fidelity float.

Ann Chiaro
$1,000 checking account winner




The investment made in our retail branch office network continued to pay dividends in 2003
as the branches surpassed the expectations set by management. Branch Sales Administrator,
Ellen Swartz, planned and executed several successful product and services campaigns
throughout the year. One such campaign, our “Free, Free, Free Checking Account” promotion
in the spring and summer garnered over 1,000 new customers, exceeding our goal by 200%.
This campaign, along with our focus on customers, contributed to the growth of core deposits
by 14%.

Fidelity continued our reputation as a leading mortgage and home equity lender during 2003.

Both mortgage and home equity lending, which are cornerstones of our charter as a community
bank, saw dramatic activity during the year. Over 1,200 households throughout Lackawanna Filling an 18 wheel trailer bed,

and Luzerne Counties benefited from Fidelity mortgage and home equity programs in 2003, Fidelity’s float was one of the
highlights of Scranton’s annual

. . . L St. Patrick’s Day Parade.
Trust Services and Investments experienced a banner year in 2003. Trust Services income

rose 18% in 2003. Much of the increase is attributed to an expansion in corporate trust services.
Tom Norek, our Corporate Trust Officer, has identified growth opportunities and ways in
which the Bank can assist local organizations and businesses as an institutional money manager,
bond trustee, custodian or paying agent. Under the leadership of Diane Wylam, the Trust

Department continues to offer personalized local services, which is key to our success.

Bill McAndrew is the Registered Principal and Program Manager for Fidelity Asset
Management Services, which is a division of the Bank. Bill heads up the team that offers
non-deposit products such as stocks, bonds, mutual funds and insurance. He was named #1
broker in the country for Vision Investments Services Inc., which provides broker dealer
services to support our Asset Management Division. He, along with Joe Marmo, Financial

Advisor, helped investment product revenues rise 12% for the Bank.

The vault at the Main Branch filled
with money bags for our $100,000
free checking account promotion.
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After 37 years of service to our organization, on January 21, 2004, Michae! F. Marranca
decided to take a well-deserved rest and retire from day-to-day activities. Patrick Dempsey,
Vice-Chairman commented, “We want to thank Mike for his 37 years of faithful service to
this organization. At age 72, he has certainly earned a break. We wish him well as he enters

retirement.”

Mr. Marranca joined the Fidelity organization in 1967 as an Assistant Cashier. He rose through
the ranks to become President and Director in 1988. Under his leadership, the Bank grew to
be the seventh largest bank in the Scranton/Wilkes-Barre area. Over the last fifteen years,

Fidelity expanded from 3 branches to 12. Our deposits grew from $125 million to $401 million.

In the same time period, assets increased from $147 miltion to over $575 million.

As we move into a new era, Mike will always be appreciated for his efforts to build this

organization.

Mr. Michael Marranca
Chairman of the Board
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All organizations go through a period of retooling ... updating systems, operations, processes,

procedures and policies to be ready for the future.

Our investment of over $1.5 million for a new computer system allows us to service customers
more quickly, efficiently and effectively than ever before. State-of-the-art software has provided
processing and consistent real-time balances through all of our delivery channels. Because of
our software sophistication, we have the opportunity to offer products that complement our
customers portfolio. In addition, the software allows us to obtain cost savings by issuing on-line

checking and savings statements to our customers.

If you haven’t seen our newly designed website at www.the-fidelity.com, we encourage you
to log on! The website is easy to navigate and has all product information in convenient categories

which allows customers access to the Bank 24 hours a day, 7 days a week.

In addition, as a shareholder, you can easily get to our “Shareholder Service” page for up-to-date
information about Fidelity D & D Bancorp, Inc. including links to financial data, stock and
dividend information, peer analysis and market share, as well as our corporate governance

policies.

Our recently completed “Online not Inline” campaign invited our customers to experience
the benefits of banking online. These include on-line bill paying, real-time transaction history,
viewing check images, ordering checks, and setting-up recurring payments and transfers.

Over 700 customers signed up for the convenience of online banking.

Our business customers can now utilize an updated version of our successful Fidelity Cash
Management feature. Businesses are now able to use all the services of our on-line capabilities
that were previously reserved for personal accounts only. Accessing “real-time” account
information, making internal transfers, originating payroll options and other important transactions

are all available with a click of the mouse, with no delay.

Polishing our community image is especially important, as we move our organization into a
new era. We began a new marketing initiative in 2003, and it will continue throughout 2004.
This initiative includes surveying customers and non-customers to obtain their reactions and
attitudes regarding conducting business with our Bank. Our initial customer survey indicated
that our customers are very pleased with our service, range of products, accessibility and

convenient locations.

3ok e 1 Y 45003 Do Deaurs W e st e gt

Bacew
Lty

Fidelyy Quiline

www.the-fidelity.com

W@Onlme

Our newly designed logos for our
“Online” products.
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By identifying areas where we can improve, we are able to restructure the Bank in order to be in
a position of strength for the future. Executive management targeted a number of areas where
restructuring assets and liabilities will benefit the organization in the Jong-term. These areas

include cash reserves, loan and investment portfolios, as well as time deposits.

During 2003, we put great emphasis on moving high-cost time deposits to lower cost core
deposits of checking, NOW accounts, money market and savings accounts. To Fidelity, growth
in customers equals growth in core deposits. This strategy proved effective by showing a
gain of over $22 million in valuable core deposits, while shedding over $35 million in
expensive high cost certificates of deposit. This benefits the Bank in a number of ways, but
most significantly, by reducing interest rate risk so we are no longer captive to fluctuations

in market rates.

Our executive management staff has continued to evolve into a solid and cohesive team.
Gene Walsh was promoted to Executive Vice President and Senior Loan Officer, joining Dan
Santaniello and Sal DeFransesco as members of the executive staff. Gene’s guidance over the
past two years in both the commercial loan division and the credit administration functions

has already resulted in a significant increase in the quality of loans being under written.

Other key positions filled in 2003 included John Piszak, Vice President and Credit Review
Director; Joann Marsili, Marketing Director; Joyce Jones, Human Resource Director; Robert
Siarniak, Collections Manager; and Karla Eylers as Assistant Branch Administrator. Please

join us in welcoming these valuable new members of the Fidelity Team.

Gene Walsh, Dan Santaniello and Sal DeFransesco are reviewing the release of the 2003
financial results.

Employees with over 20 years of

service to the Bank were honored at
our $100,000 free checking account
giveaway.
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Our rebuilding of the Fidelity legacy is focused on what we have done best over the past 100
years - serve our customers. We place great emphasis on checking, savings and money market
accounts. These products allow us to develop personal relationships with our customers and
introduce them to our full menu of products and services. Our efforts will also allow us to
expand our portfolio of small business and consumer loans. We have been rebuilding our loan
portfolio by focusing on underwriting and pricing loans that will minimize our credit risk
and will show a fair return. By featuring high quality products and services positioned properly

within the marketplace, we intend to capitalize on market opportunities.

One of our proudest achievements in 2003 was the funding of the Ice Box Complex in central
city, Scranton. Not only was this loan a sound business investment, it also helped turn a
blighted and unproductive area of the city into a destination center. The Ice Box Complex,
consisting of the ice and roller skating rinks, as well as commercial space, has proven to be
an immediate success. We are proud of the role that the Bank played in making this project a

reality.

In addition, the Bank has provided resources to developers building homes in our local
communities in Northeastern Pennsylvania. Funding new housing starts is an important
component of our mission as a community bank. One such project is the new Marina Pointe
townhouse development in the resort community of Harvey’s Lake, Luzerne County. This
project, along with many others, has contributed to the growth of our commercial loan portfolio
by 8%.

“Checking” the status of the new Ice Box Skating Complex are Bob Burke, Gene Walsh,
Dan Santaniello and Tom Rainey.

Donna Gizenski, Branch Manager at

Kingston and Tom Zabresky, Business
Development Officer join Angelo
Terrana, Jr., Esq., Armand Mascioli
and Jack Smulowitz at the Marina
Pointe townhouse development at
Harvey’s Lake.
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FIDELITY D & D BANCORP, INC.
PART I

ITEM 1: BUSINESS

Fidelity D&D Bancorp, Inc (the Company) was incorporated in the Commonwealth of Pennsylvania, on August
10, 1999, and is a bank holding company, whose wholly owned state chartered commercial bank is The Fidelity
Deposit and Discount Bank (the Bank) (collectively, the Company). The Company is headquartered at Blakely

and Drinker Streets in Dunmore, Pennsylvania.

The Bank has offered a full range of traditional banking services since it commenced operations in 1903. In
addition, the Bank has a personal and corporate trust department and also provides alternative financial and
insurance products with asset management services. A complete list of services provided by the Bank is detailed
in the section entitled “Products & Services” contained within the 2003 Annual Report to Shareholders,
incorporated by reference. The service area is comprised of the Borough of Dunmore and the surrounding
communities within Lackawanna and Luzerne counties.

The Bank 1s one of two financial institutions headquartered in Dunmore, Pennsylvania. The banking business is
highly competitive, and the profitability of the Company depends principally upon the Company’s ability to
compete in its market area. The Company competes with, among other sources, the following:

¢ Local Community Banks e Insurance Companies

e Savings Banks ¢ Money Market Funds

¢ Regional Banks e Mutual Funds

e Credit Unions ' ¢ Small Loan Companies

e Savings & Loans e Other Financial Service Companies

The Company has been able to compete effectively with other financial institutions by emphasizing
technology and customer service, including local branch decision making on loans, establishing long-term
customer relationships and building customer loyalty, and providing products and services designed to address
the specific needs of its customers. The Gramm-Leach-Bliley Act (see discussion below), which breaks down
many barriers between the banking, securities and insurance industries, may significantly affect the competitive
environment in which the Company operates.

There are no concentrations of loans that, if lost, would have a materially adverse effect on the continued
business of the Bank. The Bank's loan portfolio does not have a material concentration within a single industry
or group of related industries that are vulnerable to the risk of a near-term severe impact. However, the
Company’s success is dependent to a significant degree on economic conditions in Northeastern Pennsylvania,
especially Lackawanna and Luzerne Counties, which Company defines as its primary market. The banking
industry is affected by general economic conditions including the effects of inflation, recession, unemployment,
real estate values, trends in the national and global economics, and other factors beyond the Company’s control.
An economic recession or a delayed recovery over a prolonged period of time in the Dunmore area could cause
an increase in the level of the Bank’s non-performing assets and loan losses, thereby causing operating losses,
impairing liquidity and eroding capital. We cannot assure you that further adverse changes in the local
economy would not have a material adverse effect on the Company’s consolidated financial condition, results of
operations, and cash flows.

The Company had 167 full-time equivalent employees, on December 31, 2003, which includes exempt officers
and part-time employees.




Federal and state banking laws contain numerous provisions affecting various aspects of the business and
operations of the Company and the Bank. The Company is subject to, among others, the regulations of the
Securities and Exchange Commission and the Federal Reserve Board and the Bank is subject to, among others,
the regulations of the Pennsylvania Department of Banking and the Federal Deposit Insurance Corporation.
Refer to Part II, Item 7 “Supervision and Regulation” for descriptions of and references to applicable statutes
and regulations which are not intended to be complete descriptions of these provisions or their effects on the
Company or the Bank. They are summaries only and are qualified in their entirety by reference to such statutes
and regulations.

Applicable regulations relate to, among other things:

e operations * mergers e branches

e securities e consolidation e capital adequacy
¢ risk management ® reserves

e consumer compliance e dividends

The Bank is examined by the Pennsylvania Department of Banking and the Federal Deposit Insurance
Corporation (FDIC). The last examination was conducted by the FDIC as of September 30, 2003.

The Company’s internet address is www.the-fidelity.com. The Company makes available through this website
the Annual Report on Form 10-K, quarterly reports or Form 10-Q and current reports or Form 8-K, and
amendments to those Reports as soon as reasonably practical after filing with the SEC.

The Company’s accounting policies and procedures are designed to comply with accounting principles,
generally accepted in the United States of America (GAAP). Refer to “Critical Accounting Policies,” which are
incorporated by reference in Part II, Item 7.

ITEM 2: PROPERTIES

The Company and the Bank are headquartered at the Main Branch on the corner of Blakely and Drinker Streets
in Dunmore, Pennsylvania. The main office is a full-service banking center including a walk-up teller window,
drive-thru teller windows and two twenty-four hour automated teller machines (ATMs). Administrative, Loan,

Trust, Asset Management Services, operational departments and customer service areas are also located in this

building. The main office complex is owned and free of any encumbrances.

The Green Ridge Branch, the first Scranton facility, operates from leased space in the Green Ridge Shopping
Center in Scranton, Pennsylvania. This branch is a full-service office with a twenty-four hour ATM.

A second Scranton Branch is in a leased facility located at 139 Wyoming Avenue, Scranton, Pennsylvania.
This office has a walk-up window and provides full-service banking to the downtown Scranton area.

The Abington Branch is located on the Morgan Highway in Clarks Summit, Pennsylvania. The building from
which the branch operates is leased. This office provides full-service financial products, including a twenty-four
hour ATM and drive-thru teller windows. This office provides convenience to our customers located throughout
the greater Abington area.




There is also a banking facility limited to serve employees and patients of the Clarks Summit State Hospital
which is located within the hospital facility in Clarks Summit, Pennsylvania. The office is leased from the
hospital under a lease for service provided agreement.

The Keystone Industrial Park Branch (KIP) is located in Dunmore, Pennsylvania. This office provides full-
service banking with drive-thru teller windows and a twenty-four hour ATM. KIP is free of encumbrances.

The Pittston Branch is located in Bruno’s Supermarket 403 Kennedy Boulevard, Pittston, Pennsylvania. The
space in the supermarket is leased. This office provides full-service banking including a twenty-four hour ATM.
This location provides convenient service at extended hours to the Bank’s clientele in Luzerne County,
Pennsylvania.

The Financial Center Branch is located at 338 North Washington Avenue in Scranton, Pennsylvania. This office
provides full-service banking, including a twenty-four hour ATM. Executive, Finance and Operational offices
are located in this building. A portion of the third floor is currently leased to a non-related entity. The Company
owns the property free of encumbrance. The Company also owns, free of encumbrance, an adjacent attached
building, which is leased to a non-related entity.

The Moosic Branch is located at 4010 Birney Avenue, Moosic, Pennsylvania. The branch operates from leased
space. This office provides full-service banking, including a twenty-four hour ATM and drive-thru teller
windows. The branch’s location provides the necessary link between the Lackawanna and Luzerne County
branch office networks.

The West Pittston Branch is located in the Insalaco Shopping Center at 801 Wyoming Avenue, West Pittston,
Pennsylvania. The branch operates from leased space. This office provides full-service, including a twenty-four
hour ATM, to the Luzerne County area.

The Peckville Branch is located at 1598 Main Street, Peckville, Pennsylvania. The branch operates from leased
space. This office provides full-service banking, including a twenty-four hour ATM and drive-thru teller
windows.

The Bank’s branch coverage in Luzerne County includes a leased space known as the Kingston Branch, located
at 247 Wyoming Avenue, Kingston, Pennsylvania. This office provides full-service financial products,
including a twenty-four hour ATM and drive-thru teller windows.

The Eynon Branch is located on Route 6 Business Eynon, Pennsylvania. The branch operates from leased
space. This office provides full-service financial products, including a twenty-four hour ATM and drive-thru
teller windows.

In addition to the properties above, the Bank maintains several free-standing twenty-four our ATMs located at
the following locations:
e 300 Meadow Avenue, Scranton, Pennsylvania
511 Main Street, Childs, Pennsylvania
1650 West Main Street, Stroudsburg, Pennsylvania
320 South Blakely Street, Dunmore, Pennsylvania
Marywood College, 2300 Adams Avenue, Nazareth Hall, Scranton, Pennsylvania
Montage Ski Lodge, Moosic, Pennsylvania
Lackawanna County Stadium, Moosic, Pennsylvania
Route 307, RR # 7, Box 7159, Daleville, Pennsylvania
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The Bank contracted space during 2003 for free-standing twenty-four hour ATMs located in Convenient Food
Marts at:

e 330 Northern Boulevard, Chinchilla, Pennsylvania
¢ Highland Avenue, Clarks Summit, Pennsylvania

None of the lessors of the properties leased by the Bank are affiliated with the Company or the Bank.

The Bank also owns a commercial facility located at 116 — 118 N. Blakely Street Dunmore, Pennsylvania. The
facility is directly across from the Main branch and is currently leased by a non-related entity.

Other real estate owned includes all foreclosed properties listed for sale. Foreclosed properties are recorded on
the Company’s balance sheet, upon possession, at the lower of cost or fair value.

ITEM 3: LEGAL PROCEEDINGS

On July 1, 2002, the Bank was served with a civil complaint that was filed in the Court of Common Pleas of
Lackawanna County, Pennsylvania, on June 28, 2002. Scaccia Construction Company, the plaintiff, based upon
multiple causes of action, demanded approximately $250,000 in connection with certain environmental
remediation activities. The activities were purportedly performed prior to the opening of the Bank’s Eynon
branch. On July 22, 2002, the Bank filed preliminary objections to the complaint. The preliminary objections
were decided on November 26, 2002, and the Bank filed its answer and new matter raising various legal
defenses. This lawsuit was settled on October 30, 2003.

The nature of the Company’s business generates some litigation involving matters arising in the ordinary course
of business. However, in the opinion of the Company after consulting with legal counsel, no other legal
proceedings are pending, which, if determined adversely to the Company or the Bank, would have a material
effect on the Company’s undivided profits or financial condition. No other legal proceedings are pending other
than ordinary routine litigation incidental to the business of the Company and the Bank. In addition, to
management’s knowledge, no governmental authorities have initiated or contemplated any material legal
actions against the Company or the Bank.

ITEM 4: SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None




PART I1

ITEM 5: MARKET FOR THE COMPANY’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Shareholders requesting information about the Company’s common stock may contact Salvatore R.
DeFrancesco, Jr., Treasurer. Requests may be mailed to:

Fidelity D & D Bancorp, Inc.
Blakely and Drinker St.
Dunmore, PA 18512

(570) 342-8281

The common stock of the Company is traded on the over-the-counter bulletin board under the symbol “FDBC.”

The following table lists the quarterly cash dividends paid per share and the range of bid and asked prices for
the Company's common stock. Such over-the-counter prices do not include retail mark-ups, markdowns, or
commissions.

......... 2003........ 2002,
Prices Dividends Prices Dividends
High Low Paid High Low Paid
1% Quarter $39.00 $35.50 $0.22 $37.50  $36.50 $0.20
2™ Quarter $37.00 $35.15 $0.22 $37.50  $37.00 $0.21
3 Quarter $37.00 $35.00 $0.22 $39.50  $37.25 $0.21
4™ Quarter $37.50 $35.00 $0.22 $38.50  $37.40 $0.22

The Company expects to continue paying similar dividends in the future. However, future dividends are
dependent on earnings, the capital needs of the Company and other factors. Prior to the formation of the
Company, the Bank paid dividends on a quarterly basis for over thirty years. Dividends are determined and
declared by the Board of Directors. For a further discussion of regulatory capital requirements see Note 14
“Regulatory Matters”, contained within the Notes to Consolidated Financial Statements.

The Company has established a dividend reinvestment plan for its shareholders. The plan is designed to make
the Company's stock more available to our shareholders and to raise additional capital for future needs.

The Company had approximately 1,465 shareholders at March 12, 2004 and approximately 1,463 at December
31, 2003. The number of shareholders is the actual number of individual shareholders of record. Security
depositories are considered as individual shareholders for the purpose of determining the approximate number
of shareholders.




ITEM 6: SELECTED FINANCIAL DATA

Balance Sheet Data: 2003 2002 2001 2000 1999
TOTAl ASSELS cevvevierieiieriie e e $575,215,466 $577,993,316 $569,029,838 $491,077,054 $446,569,505
Total investment SECUrities............cocoveevivireie v 144,407,374 149,549,607 153,973,988 119,756,391 109,262,221
NEETOANS oottt 366,981,640 354,262,050 353,976,324 333,600,975 296,193,518
Loans available—for-sale ..............c.ccoooviiniierierrnenn 19,863,577 28,715,355 16,150,020 9,953,958 4,895,124
Total EPOSILS ..vvvevorierieeciei e 401,442,546 413,788,176 407,778,728 339,310,328 294,366,985
Total DOrTOWINGS .oveeieciecce e e 126,633,012 114,213,014 117,480,988 111,024,721 117,554,046
Total shareholders’ €qUIty .ooooviivvevieiieeicienae 43,931,899 45,234,433 40,172,230 37,215,063 31,841,549
Operating Data for the year ended:
Total iNterest INCOME ..ot $ 28,462,093 $ 34,567,393 $ 36,379,689 $ 35,085,780 $ 28,541,051
Total INterest EXPEnSE.......ccooverrvcrrrercericereeerinerinere 14,237,129 17,882.440 20,853,631 21,468,230 15,375,799
Net INTErest INCOME .. v ivriiiiie e 14,224,964 16,684,953 15,526,058 13,617,550 13,165,252
Provision for 10an L0SSES ........c..ocereeereerreresrencones 3,715,000 1,664,000 2,474,637 1,158,260 530,000
Net interest income after provision for loan losses. 10,509,964 15,020,953 13,051,421 12,459,290 12,635,252
OthEr INCOME ....vevieve et 4,183,137 3,302,749 3,701,578 2,940,009 2,227,787
Other operating eXpense..........ccovovioercerieercnecnne 12,903,361 12,751,174 11.998.997 11,634,280 10,170,458
Income before provision for income taxes............. 1,789,740 5,572,528 4,754,002 1,765,019 4,692,581
Provision for income taxes. . 146,492 1,526,355 905.866 582,391 894.888
Net INCOME ..o e e $ 1643248 $ 4,046,173 $_3848.136 $ 3182628 $ 3,797,693
Per Share Data:
Net income per share — basic*............c..coceevnnn. $ 0.90 $ 223 $ 2.12 $ 1.76 $ 212
Net income per share — diluted*.... $ 0.90 $ 222 3 2.12 $ 1.76 $ 2.12
Dividends declared.................... $ 1,601,898 $ 1,526,371 $ 1,426,097 $ 1,366,075 $ 1,344,141
Dividends per share........... ooocvivees v, $ 0.88 $ 0.84 $ 0.79 $ 0.76 $ 0.75
Book Value per share.......ccooovvvniirieiicnen $ 24.10 $ 24.86 $ 22.08 $ 20.60 $ 17.68
Weighted average number of shares
outstanding™*.......cooceotiviinenin e 1,820,403 1,817,430 1,811,391 1,803,674 1,792,232
Number of shares outstanding at year
ENA™ ..o 1,823,043 1,819,376 1,819,168 1,806,274 1,800,784
Ratios:
Return on average assets 0.29% 0.70% 0.72% 0.67% 0.94%
Return on average equity. 3.63% 9.47% 9.64% 9.54% 11.42%
Net interest margin.......... 2.74% 3.10% 3.17% 3.14% 3.55%
Efficiency ratio................ . 72.32% 63.42% 62.42% 67.66% 63.23%
EXPEnse Tatio.....co.cooieiiiiiincnieieieee e 1.68% 1.68% 1.68% 1.88% 1.96%
Allowance for loan losses to total loans........... 1.28% 1.01% 1.00% 0.94% 1.04%
Dividend payout ratio 97.48% 37.72% 37.06% 42.92% 35.39%
Equity to assets.. . 7.64% 7.83% 7.06% 7.58% 7.13%
Equity 10 depositS......ccoeriiiiunriiriirnrieneicnes 10.94% 10.93% 9.85% 10.97% 10.82%

* Based on weighted average shares and adjusted for the stock exchange in 2000.
**Based on actual shares outstanding and adjusted for the stock exchange in 2000.




ITEM 7: MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Forward Looking Statements

This Annual Report on Form 10-K contains a number of forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933, as amended, or the Securities Act, and Section 21E of the Securities
Exchange Act of 1934, as amended, or the Exchange Act. These statements may be identified by the use of the
words “anticipate,” “believe,” “could,” “estimate,” “expect,” “intend,” “may,” “outlook,” “plan,” “potential,”
“predict,” “project,” “should,” “will,” “would” and similar terms and phrases, including references to
assumptions. Forward looking statements include risks and uncertainties.

A IN1Y 9 <6 9% ¢

Forward-looking statements are based on various assumptions and analyses made by us in light of our
management’s experience and its perception of historical trends, current conditions and expected future
developments, as well as other factors it believes are appropriate under the circumstances. These statements are
not guarantees of future performance and are subject to risks, uncertainties and other factors (many of which
are beyond our control) that could cause actual results to differ materially from future results expressed or
implied by such forward-looking statements. These factors include, without limitation, the following:

the timing and occurrence or non-occurrence of events may be subject to circumstances
beyond our control;

- there may be increases in competitive pressure among financial institutions or from non-
financial institutions;

- changes in the interest rate environment may reduce interest margins;

- changes in deposit flows, loan demand or real estate values may adversely affect our
business;

- changes in accounting principles, policies or guidelines may cause our financial condition to
be perceived differently;

- general economic conditions, either nationally or locally in some or all areas in which we do
business, or conditions in the securities markets or the banking industry may be less
favorable than we currently anticipate;

- legislative or regulatory changes may adversely affect our business;

- technological changes may be more difficult or expensive than we anticipate;

- success or consummation of new business initiatives may be more difficult or expensive than
we anticipate; or

- acts of war or terrorism.
Management cautions readers not to place undue reliance on forward-looking statements, which reflect analyses

only as of the date of this report. We have no obligation to update any forward-looking statements to reflect
events or circumstances after the date of this document.




Readers should carefully review the risk factors described in other documents that we file, from time to time,
with the Securities and Exchange Commission, including Quarterly Reports on Form 10-Q and any Current
Reports on Form 8-K.

Critical Accounting Policies

The presentation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect many of the reported amounts and disclosures. Actual results could differ from these
estimates.

A material estimate that is particularly susceptible to significant change relates to the determination of the
allowance for loan losses. Management believes that the allowance for loan losses at December 31, 2003 is
adequate and reasonable. Given the very subjective nature of identifying and valuing loan losses, it is likely that
well-informed individuals could make different assumptions, and could, therefore calculate a materially
different allowance value. While management uses available information to recognize losses on loans, changes
in economic conditions may necessitate revisions in the future. In addition, various regulatory agencies, as an
integral part of their examination process, periodically review the Company’s allowance for loan losses. Such
agencies may require the Company to recognize adjustments to the allowance based on their judgments of
information available to them at the time of their examination.

Another material estimate is the calculation of fair values of the Company’s investment securities. The
Company receives estimated fair values of investment securities from an independent valuation service. In
developing these fair values, the valuation service uses estimates of cash flows, based on historical performance
of similar instruments in similar interest rate environments. Based on experience, management is aware that
estimated fair values of investment securities tend to vary among valuation services. Accordingly, when selling
investment securities, management typically obtains price quotes from more than one source. As described in
Notes 1 and 3 of the consolidated financial statements, the large majority of the Company’s investment
securities are classified as available-for-sale. Available-for-sale securities are carried at fair value on the
consolidated balance sheet, with unrealized gains and losses, net of income tax, reported separately within
shareholders’ equity through accumulated other comprehensive income.

The fair value of residential mortgage loans classified as available-for-sale is obtained from the Federal
National Mortgage Association (Fannie Mae). The fair value of SBA loans classified as available-for-sale is
obtained from an outside pricing source. The market to which the Bank sells mortgage and other loans is
restricted and price quotes from other sources are not typically obtained. Further discussion on the accounting
treatment of available-for-sale loans is in the section entitled “Loans-available-for sale”, contained within
Management’s Discussion and Analysis.

All significant accounting policies are contained in Note 1 “Nature of Operations and Summary of Significant
Accounting Policies”, contained within the Notes to Consolidated Financial Statements, and incorporated by
reference in Part II, Item &.

The following discussion and analysis presents the significant changes in the financial condition and in the
results of operations of the Company as of December 31, 2003 and December 31, 2002 and for each of the years
then ended. This discussion should be read in conjunction with the consolidated financial statements and notes
included in Part II, Item 8 of this report.




Comparison of Financial Condition as of December 31, 2003 and 2002 and Results of Operations for each of
the Years then Ended

Financial Condition

The following table is a comparison of condensed balance sheet accounts and percentage to total assets at
December 31, 2003, 2002 and 2001;

(Thousands of Dollars)
...... 2003...... 2002 2001
Amount Percent Amount Percent Amount Percent
Assets:
Cash and due from banks........coocovoeieeiei i $ 13,148 2.29% $ 18,763 3.25% $ 19,845 3.49%
Interest bearing deposits with
Financial inSttutionS ..........oovvevviviiveiicerr e 6,083 1.06 7,456 1.29 5,800 1.02
INVESIMENE SECUTILES......ccvvivs it 144,407 25.10 149,550 25.87 153,974 27.06
NELIOANS. ceoviieevee et ee 366,982 63.80 354,262 61.29 353,976 62.21
Loans available-for-sale..........ocovevveeericorieenrierereecaersaenns 19,864 345 28,715 4.97 16,150 2.84
Accrued interest receivable..................... 1,807 0.31 2,347 0.41 3,268 0.57
Bank premises and equipment. 12,092 2.10 12,735 2.20 11,514 2.02
Foreclosed assets held for sale.........ocooooeiieeeviecicicenn, 467 0.08 437 0.08 688 0.12
Life insurance cash surrender value ............cc.ccovevvvnnn 7,293 1.27 - - - -
Other @SSELS ....ovveeviiiiiieicirecte e er e 3,072 0.54 3,728 0.64 3815 0.67
TOtAl ASSEIS.....oooeeeeeeeeeeeeeeeeeeere e $ 575,215 100.00% $577,993 100.00% $ 569,030 100.00%

Liabilities:
Deposits, non-interest bearing.............o.oooveiiiiiinn $ 64,399 11.20% $ 61,151 10.58% $ 53,302 9.37%
Certificates of deposit of $100,000

OF TNOTE ..eecicvirierrrsr s eves e ssreesssasssa et iereaessaessanesensne e . 112,857 19.64 129,487 22.40 132,680 23.32
Other interest-bearing deposits 224,186 38.96 223,150 38.61 221,797 38.98
Short-term borrowings............ 54,757 9.52 51,213 8.86 54,481 9.57
Other borrowed funds ........cccocoevereeennnn. 71,876 12.50 63,000 10.90 63,000 11.07
Accrued interest payable and other liabilities................ 3.208 0.56 4,758 0.82 3,598 0.63

Total liabilities 531,283 92.36 532,759 92.17 528,858 92.94

Shareholders’ equity 43.932 7.64 45234 7.83 40,172 7.06

Total liabilities and shareholders’ equity ........ovusne. $575,215 100.00% $577,993 100.00% $569,030  100.00%

A comparison of net changes in certain balance sheet categories as of December 31, are as follows:

Earning Short-term Other
Assets % Assets * % Deposits Y% Borrowings % Borrowings %
2003 $(2,777,850) (1)% $ (3,007,038) (1)% $(12,345,630) (3)% $ 3,543,964 7% $ 8,876,034 14%
2002 8,963,478 2 7,325,219 1 6,009,448 1 (3,267,974) 6) - -
2001 77,952,784 16 60,585,502 13 68,468,400 20 6,456,267 13 - -
2000 44,507,549 10 44,562,595 10 44943343 15 (12,224,325) (20) 5,695,000 10
1999 98,499,609 29 88,171,199 26 54,632,595 23 30,843,747 105 15,053,000 36

* - Earning assets exclude loans placed on non-accrual status.



Deposits

The following table represents the components of total deposits as of December 31, 2003 and comparative
funding changes from December 31, 2002:

Dollar Percent
December 31. 2003 December 31, 2002 change change
Noninterest-bearing deposits

Personal § 26,206,156 § 22,956,626 $ 3,249,530 14.16%

Non-personal 29,561,169 24,877,991 4,683,178 18.82%

Public fund 3,635,074 4,039,547 (404,473) -10.01%

Bank checks 4,996,259 9,277,301 (4,281,042) -46.15%
Total $ 64,398,658 § 61,151,465 § 3,247,193 5.31%

Time deposits
of $100.000 or greater

Personal $ 78,560,841 $ 79,169,750 § (608,909) -0.77%

Non-personal 16,057,391 23,571,462 (7,514,071) -31.88%

Public fund 12,412,714 21,111,991 (8,699,277) -41.21%

IRA's 5,826,474 5,633,295 193,179 3.43%
Total 3 112,857,420 § 129,486,498  $(16,629,078) -12.84%

QOther interest-bearing deposits

Time deposits less than $100,000:

Personal ' $ 83,057,733 § 95,302,987 $(12,245,254) -12.85%

Non-personal 5,387,417 11,054,526 (5,667,109) -51.27%

Public fund 597,772 633,489 (35,717) -5.64%

IRA's 19,694,374 20,358,968 (664,594) -3.26%

sub total 108,737,296 127,349,970  (18,612,674) -14.62%

NOW acounts 44,290,199 40,719,446 3,570,753 8.77%

Money market deposits 28,284,225 16,561,357 11,722,868 70.78%

Savings and clubs 42,874,748 38,519,440 4,355,308 11.31%
Total $ 224,186,468 § 223,150,213 $ 1,036,255 0.46%

Total deposits

Noninterest-bearing deposits $ 64,398,658 § 61,151,465 $ 3,247,193 5.31%

Interest-bearing deposits 337,043,888 352,636,711  (15,592,823) -4.42%
Total $ 401,442,546 § 413,788,176  $(12,345,630) -2.98%

Public funds

Noninterest-bearing $ 3,635,074 % 4,039,547 $ (404,473) -10.01%

Certificates of deposit 13,010,486 21,745,480 (8,734,994) -40.17%

NOW acounts 9,850,661 10,299,948 (449,287) -4.36%

Money market deposits 8,029,671 8,923,912 (894,241) -10.02%

Savings and clubs 3,278,114 2,806,207 471,907 16.82%
Total 8 37,804,006 $ 47,815,094 $(10,011,088) -20.94%

Internet deposits

Noninterest-bearing $ 27,505 $ 907 $ 26,598  2933.28%

Interest-bearing 4,915,604 11,139,780 (6,224,176) -55.87%
Total $ 4,943,109 $ 11,140,687 $ (6,197,576) -55.63%

Total assets 5 575,215,466 $ 577,993,316

Total deposits to total assets 69.79% 71.59%

Internet deposits to total deposits 1.23% 2.69%

Public funds to total deposits 9.42% 11.56%

Public funds to total assets 6.57% 8.27%




Total deposits decreased $12,346,000 or 3% during 2003 to $401,443,000. Total average deposits decreased
$12,616,000 or 3% from $424,782,000 at December 31, 2002 to $412,166,000 at December 31, 2003. Non-
interest bearing deposits are an important source of funds for the Bank because they lower overall deposit costs.
The average balance of these accounts increased $7,482,000 or 14%, during 2003. The interest rates offered on
most deposit products were lowered in 2002 and continued through 2003 in response to overall market
conditions. Management expects a significant portion of the certificate of deposit portfolio to continue
repricing at lower market rates, specifically in the thirty-month time deposit product, as these higher rate
certificates reach maturity.

The Bank is largely dependent upon its base of competitively priced core deposits to provide a stable source of
funding. The Bank attempts to retain and grow its customer base through a combination of rate, quality of
service, convenience and a stable and experienced staff. Core deposits, which excludes time deposits of
$100,000 and greater, increased $4,283,000 or 2% during 2003, to $288,585,000. The Bank continued to
experience growth in its transactional deposit products, which include non-interest bearing demand deposit
accounts (DDAs), NOW, money market deposit, savings and club accounts. Checking accounts increased
$11,099,000 or 12%, and savings and club accounts grew $4,355,000 or 11%. Money market accounts grew
$11,723,000 or 71%. Thus, the Bank’s deposit mix, although concentrated in time deposits, began to
significantly shift toward customer based core deposit and savings accounts.

Time deposits of $100,000 or greater decreased $16,629,000 or 13% from $129,486,000 at December 31, 2002
to $112,857,000 at December 31, 2003. The time deposit reduction occurred from the run-off of high cost non-
personal and public fund accounts. The personal time deposit reduction was fully offset by the shift into
savings and money market accounts. Total time deposits, at December 31, 2003 were $221,595,000 or 55% of
total deposits compared to $256,836,000 or 62% at December 31, 2002. Approximately $145,885,000 or 66%
of total time deposits are scheduled to mature in 2004. These maturing time deposits represent 36% of the
Bank’s total deposit base and provide a significant opportunity for the Bank to service these customers and
retain these deposits at potentially lower rates.

Despite the sluggish economy in 2002 which has not fully recovered in 2003, returns of the domestic equity
markets have begun to stabilize and strengthen. As a result, migration of deposits into the equity markets may
be a significant factor the Bank faces in its quest to retain and grow its deposit base in 2004. Without strategic
planning to replace these funds, the Bank’s asset size may shrink to even lower levels.

The maturity distribution of time deposits of $100,000 or more at December 31, 2003 is as follows:

3 months 3-6 6-12 Over
or less months months 12 months Total
$39,699,300 $14,313,472 $24,743,796 $34,100,852 $112,857,420

The over 12 month maturity distribution of time deposits represents 8.50% of total deposits at December 31,
2003. The Bank believes this category provides a stable source of funds for future requirements.

Short-term borrowings
Interest rate reductions and customer liquidity and investment needs caused repurchase agreements (Repos) to
decrease from $47,232,000 at December 31, 2002, to $39,363,000 at December 31, 2003. Repos are non-

insured interest-bearing liabilities that have a security interest in qualified pledged investment securities of the
Bank. Repos offered are either a fixed term or a sweep product of the Bank.
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Sweep accounts comprise approximately 70% of Repos. A sweep account is designed to ensure that, on a daily
basis, an attached DDA is adequately funded and then excess DDA funds are transferred into an interest-bearing
overnight Repo. The sweep will also transfer funds back to the DDA as is necessary, to cover checks presented
for payment. The nature of the sweep makes the account more volatile than a fixed-term Repo.

Funding requirements of the Bank, due largely to the reduction in deposits, necessitated $14,920,000 overnight
borrowings from the Federal Home Loan Bank of Pittsburgh, (FHLB), at December 31, 2003. FHLB
borrowings at December 31, 2002 amounted to $2,850,000.

Repos and overnight borrowings are included with short-term borrowings on the Consolidated Balance Sheet.
Refer to Note 7 “Short-term Borrowings”, contained within the Notes to Consolidated Financial Statements in
Part I1, Item 8.

Long-term debt

Long-term debt consists of borrowings from the FHLB. The weighted-average rate on funds borrowed at
December 31, 2003, was 5.31%. The weighted-average rate is 6 basis points below the tax-equivalent yield of
5.39% on average earning assets for the year ended December 31, 2003. Rates on $63,000,000 of convertible
select advances are adjustable quarterly, should market rates significantly increase beyond the issue’s three-
month strike price. However, year-end rates on similar FHLB advances are 401 basis points below the average
rate paid by the Bank. The Bank is deterred from paying off the current borrowings by significant prepayment
penalties. FHLB borrowing rates, currently being quoted, will unlikely increase above the stated rates being
paid on these borrowings during 2004. Should this occur, however, the Bank has the option, at that time, to
repay or renegotiate the converted advance.

In October 2003, the Bank borrowed $9,000,000 from the FHLB to replenish funds utilized from the investment
securities portfolio, to fund deposit run-off. The new borrowings were a $5,000,000 ten year convertible select
with a 7.5% strike price costing 3.61% and a five year amortizing $4,000,000 advance fixed at 2.98%. The
addition of this debt helped to reduce the overall weighted-average rate of long-term debt outstanding.

At December 31, 2003, the Bank had the ability to borrow an additional $68,800,000 at the FHLB. The FHLB
has short-, medium- and long-term funding products available to the Bank.

Accrued expenses and other liabilities

Rate reductions in interest-bearing deposits and short-term borrowings caused accrued interest payable to
decrease from $1,707,000 at December 31, 2002, to $ 1,270,080 at December 31, 2003.

A $746,000 pending settlement of investment securities purchased was recorded in other liabilities at December
31, 2002. The Bank did not have any pending investment purchases at December 31, 2003.

Assets:
Investments

Total investments declined $5,143,000, of which $2,240,000 was due to depreciation in the market value of
available-for-sale (AFS) investments.

Investment policies dictate permissible investment categories, credit quality, maturity intervals and investment
concentrations. Management is responsible for making the specific investment purchases within these standards.
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The carrying value of investment securities, at December 31, 2003, was $144,730,000 or 25% of total assets. At
December 31, 2003 approximately 59% of the investment portfolio was comprised of mortgage-backed
securities that amortize and provide monthly cash flow. Agency bonds and municipal bonds comprised 26% and
9% of the investment portfolio, respectively.

Management buys and sells investment securities from time to time depending on market conditions, business
trends, liquidity, and capital levels. Investment security purchases provide a way to quickly invest excess
liquidity in order to generate additional earnings. The Bank generally earns a positive interest spread by
assuming interest rate risk and using deposits and/or borrowings to purchase securities with longer maturities.

Management classifies investment securities at the time of purchase by one of three categories: trading,
available for sale (AFS) or, held to maturity (HTM). To date, management has not purchased any securities for
trading purposes. Management classifies most securities as AFS even though it has no immediate intent to sell
them. The AFS designation affords management the flexibility to sell securities and adjust the balance sheet in
response to capital levels, liquidity needs and/or changes in market conditions. Securities AFS are marked to
market in the consolidated balance sheet with an adjustment to equity, net of tax that is presented in the caption
“Accumulated other comprehensive income (loss)”.

With the relative low market interest rate environment, which continued through 2003, higher yielding United
States (U.S.) Government Agency bonds along with state and municipal securities of $24,810,000 were called.
In 2002, when the composition of the investment portfolio was more susceptible to being called, securities
approximating $90,600,000 were called. No losses were incurred, in 2002 or 2003, on any of the called bonds.

The low interest rate environment also caused many borrowers to prepay and/or refinance home mortgages. In
terms of investments, this contributed to a major prepayment in the Bank’s portfolio of mortgage-backed
securities (MBS), which represents investments in pools of residential mortgages. The majority of MBS owned
by the Bank are guaranteed by U.S. governmental sponsored agencies. Prepayments on MBS were $60,127,000
in 2003, compared to $18,229,000 in 2002.

Of the total MBS prepayments received in 2002, $11,682,000 or 64% was received during the fourth quarter,
$4,436,000 in December alone. At the prepayment speed experienced during this period, the entire MBS
portfolio could have been paid off in just over two years. In addition, amortization of bond premium in the
amount of $2,449,000 would have been accelerated into this shorter time period, opposed to over the estimated
average life of seven years at the times of purchase. Amortization of bond premium is the periodic charge to
earnings for the amount by which the purchase price of a bond exceeds its par value.

A restructuring of the investment portfolio was undertaken in 2003, to protect earnings which were being
adversely impacted by bond calls and MBS prepayments. The objective of the restructuring was to effectively
manage and predict cash flows from securities within a four year average life range where redeployment of the
proceeds could go into higher yielding investments. This control would help reduce interest rate risk and
coordinate the Bank’s desired earnings and liquidity needs. To accomplish the restructuring of the MBS
portfolio, the Bank participated in a series of strategically planned sales with subsequent buys of similar type
securities (swaps). The swaps were designed to maintain cash flow through the sale of the faster prepaying
available-for-sale MBS and reinvesting the proceeds into MBS issues with weighted-average coupons that
provided the desired structured cash flows. This strategy would help to reduce prepayment risk and take
advantage of the steep yield curve. The swaps produced modest gains on the sales and securities were
purchased at effective yields above the bonds sold. At December 31, 2003, the estimated weighted-average life
of the MBS portfolio extended to approximately four years and the net premiums were reduced to $1,153,000.
At December 31, 2003, the MBS portfolio was producing yields that were approximately 56 basis points more
than the portfolio was producing at December 31, 2002.
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The other aspect of the restructuring strategy was to reinvest the proceeds from called bonds and MBS
payments defensively into U.S. Agency and municipal obligations that provided greater protection from future
calls. Approximately $27,990,000 of the acquired Agency bonds contained rate steps, whereby the rate
automatically increased, if the bond continued past the call date. These defensive structures mitigate extension
risks inherent within this low interest rate environment.

A comparison of investments at December 31, for the three previous periods is as follows:

2003 2002 2001

Amount Percent Amount Percent Amount Percent
U.S. Government Agencies $ 36,323,404 2515% $ 13,275,625 8.88% $118,229,745  76.78%
Mortgage Backed Securities 85,598,752  59.28 118,614,057 79.31 19,349,772 12.57
State & Municipal Subdivisions 13,275,289 9.19 9,736,815 6.51 11,609,765 7.54
Preferred Term Securities 4,007,507 2.78 3,990,000 2.67 1,000,000 0.65
Equity Securities 5,202,422 3.60 3.933.110 2.63 3,784,706 2.46
Total $ 144,407,374 100.00% $ 149,549,607 100.00% $153,973,988 _100.00%

The distribution of debt securities by stated maturity date at December 31, 2003 is as follows:

1 Year 1 through 5 through More than

or less S years 10 years 10 years Total
U.S. Government Agencies $- $2,983,125 $20,667,097 $12,673,182  $ 36,323,404
Mortgage Backed Securities - 164,336 23,570,293 61,864,123 85,598,752
State & Municipal Subdivisions - 738,680 2,223,498 10,313,111 13,275,289
Preferred Term Securities - 4,007,507 4,007,507

Total debt securities

¥ 14

$3,886,141 346,460,888 $88,857,923  $139,204,952

Debt securities are stated net of unrealized gain or loss on AFS securities. Net unrealized loss on AFS debt
securities at December 31, 2003 was $493,000. Debt securities do not include the $279,000 of AFS equity
securities or the $4,753,000 of restricted regulatory equity securities owned at December 31, 2003. Net
unrealized gain on AFS equity securities was $170,000 at December 31, 2003.

The tax equivalent yield on debt securities by stated maturity date at December 31, 2003, is as follows:

1 year 1 through 5 through More than

or less 5 years 10 years 10 years Total
U.S. Government Agencies -% 2.60% 3.51% 4.72% 3.86%
Mortgaged Backed Securities - 3.52 3.60 4.78 4.45
State & Municipal Subdivisions - 6.09 5.09 5.82 5.70
Preferred Term Securities - - - 3.81 381
Total debt securities 0.00% 3.37% 3.64% 4.84% 4.40%

Loans

Loans, net of unearned income, increased $13,817,000 or 3.86% from $358,162,000 at December 31, 2002, to
$371,979,000 at December 31, 2003. Gross loans represented 64.67% of total assets at December 31, 2003.



In 2003, the Bank originated $37,797,000 of commercial loans, $40,028,000 of mortgage loans and
$24,041,000 of consumer loans. In addition for 2003, the Bank committed to maximum lines of credit of
$33,158,000 for commercial borrowers, $14,523,000 for real estate construction loans, $15,528,000 in home
equity lines and $213,000 for consumer borrowers. Growth in the portfolio was primarily in commercial and
commercial real estate.

Loan refinancing to lower interest rates continued in 2003 at a much greater volume than in 2002. Such
refinancing occurred in all loan portfolios and had followed a corresponding drop in interest rates which
correlated with a national trend. It is anticipated that the volume of prepayments and refinance requests could
begin to ease, as rates become stable or increase. Furthermore, new loans are being structured, when possible, to
better withstand market fluctuations.

Commercial Loans:

Net of scheduled principal curtailments (“run-off™), loan participation sales, and pre-payment, commercial loans
increased $18,302,000 or 9.02% during 2003. This increase in commercial loans was primarily due to increased
lending within the small business community.

As indicated, much of the Bank’s loan growth arose from commercial and commercial real estate loans.
However, former commercial loan underwriting practices have also presented the Bank with increased non-
performing assets. Increased due diligence in the loan underwriting process the past two years has allowed the
Bank to pursue credit opportunities that present lower credit risk.

The Bank continues to originate loans using the Small Business Administration (SBA) guaranteed loan
program. Under this program, in return for the Bank funding a qualified loan, the SBA guarantees a material
portion of the principal balance to the Bank. As of December 31, 2003, the Bank reported $2,510,000 in SBA
loans outstanding.

Tax-free industrial development loans, a component of commercial loans, made to or backed by local
municipalities increased to $9,020,000 at December 31, 2003. The surge in this sector was due mainly to
several large term loans to local municipalities for various infrastructure projects.

Residential Real Estate Loans:
Residential real estate loans increased $5,332,000 or 6.24% to $90,779,000. These loans increased due to
strong demand for such loans due to the historic low interest rate environment.

The Bank proudly serves the local market by offering real estate loans. Real estate and construction loan totals
of $98,047,000 were 25.02% of gross loans at December 31, 2003. Included with real estate loans are home
equity lines of credit. The outstanding balance on the credit lines increased $6,387,000 or 87.31% from
$7,315,000 at December 31, 2002, to $13,702,000 at December 31, 2003.

Consumer Loans and Direct Financing Leases:

Consumer loans and direct-financing leases decreased $10,661,000 or 16.77% during 2003. The home equity
installment loan portfolio, included within the consumer loans, experienced significant payoffs caused by
refinancing into lower rate mortgages. In addition, prepayments could not be successfully replaced due to the
tightened credit underwriting standards on indirect auto loans and the decision to no longer originate direct
financing leases. A combination of these events brought about this overall decline in consumer loans.

- 17 -




A comparison of loans at December 31, for the five previous periods is as follows (all loans are domestic):

2003 2002 2001 2000 1999
Residential real estate $ 90,779,488  § 85,447,703  § 96,740,226  $109,942,570  $111,242 490
Consumer 49,216,897 56,984,927 67,782,196 66,441,389 64,998,362
Commercial and
commercial real estate 221,275,922 202,974,155 179,043,816 146,610,685 113,061,093
Direct financing leases 3,685,802 6,578,720 9,961,967 12,733,075 5,710,579
Real estate construction 7.267.616 6.797.002 5,446,870 2.971.504 5,335,753
Gross loans 372,225,725 358,782,507 358,975,075 338,699,223 300,348,277
Less:
Unearned discount 247,119 620,704 1,256,818 1,833,968 982,384
Allowance for loan losses 4,996,966 3,899,753 3,741,933 3.264.,280 3,172,375
Net loans $366,981,640  $354.262.050  $353.976,324  $333,600975 $296.193.518
Loans available-for-sale $ 19863577 §$ 28715355 § 16,150,020 $ 9953958 § 4,895,124

A comparison of gross loans by percent at year-end for the five previous periods is as follows:

2003 2002 2001 2000 1999
Residential real estate 24.39% 23.82% 26.95% 32.46% 37.04%
Consumer 13.22 15.88 18.88 19.62 21.64
Commercial and
commercial real estate 59.45 56.57 49 88 43.29 37.64
Direct financing leases 0.99 1.83 2.77 3.76 1.90
Real estate construction 1.95 1.90 1.52 0.87 1.78
Gross loans 100.00% 100.00% 100.00% 100.00% 100.00%

There are no concentrations of loans to a number of borrowers engaged in similar activities exceeding 10.00%
of total loans that are not otherwise disclosed as a category in tables above.

The following table sets forth the maturity distribution of the loan portfolio at December 31, 2003. Excluded
from the table are non-construction real estate loans, consumer loans and direct financing leases (amounts in
thousands):

1 year 1-5 More than
or less years 5 years Total
Commercial and commercial
real estate loans $42,652 $42,297 $136,327 $221,276
Real estate construction 7.268 - - 7.268
Total $49.920 $42.297 $136,327 $228,544

Real estate construction loans are included in the one-year or less category since, by their nature, these loans are
converted into commercial and commercial real estate loans within one year from the date the real estate
construction loan was consummated. Upon conversion, the commercial and commercial real estate loans would
normally mature after five years.




The following table sets forth the sensitivity changes in interest rates for commercial and commercial real estate
loans at December 31, 2003 (amounts in thousands):

1-5 More than
years 5 years Total
Fixed interest rate $ 8,286 $ 14511 $ 22,797
Variable interest rate 34,011 121,816 155,827
Total $42,297 $136,327 $178.624

Non-refundable fees or costs associated with all loan originations are deferred. Using the principal reduction
method, the Bank releases the deferral as a charge or credit to loan interest income over the life of the loan.

There are no concentrations of loans that, if lost, would have a material adverse effect on the business of the
Bank. The Bank's loan portfolio does not have a material concentration within a single industry or group of
related industries that are vulnerable to the risk of a near-term severe negative business impact.

Loans available-for-sale

Upon origination, residential mortgages, the guaranteed portions of Small Business Administration loans and
student loans are generally classified as available-for-sale. Should market rates increase, fixed-rate loans and
loans not immediately repricable would no longer produce yields consistent with the current market. In a
declining interest rate environment, the Bank would be exposed to prepayment risk and, as rates on adjustable
rate loans decrease interest income would be negatively affected. To better manage interest rate risk, loans
meeting these conditions may be classified as available-for-sale. Certain consideration is also given to current
liquidity needs.

Saleable loans are carried on the balance sheet at the lower of cost or fair value. If the fair value falls below
cost, the difference is charged to current earnings. Appreciation in the portfolio is credited to current earnings to
the extent of previous write-downs.

Loans available-for-sale at December 31, 2003 was $19,864,000, with a corresponding fair value of
$20,500,000. The year-end balance comprised $17,783,000 of residential mortgages, $1,338,000 of SBA loans,
and $743,000 in student loans. The Bank decreased loans available-for-sale by $8,852,000 or 30.83% from the
December 31, 2002 balance. Available-for-sale loans decreased in part from the overall sale of these types of
loans and, in part, from a management decision to temporarily classify fewer residential loans as available-for-
sale, in order to take advantage of higher rates offered in this loan category compared to market rates. Also, at
December 31, 2002, the AFS portfolio included $2,872,000 of credit card receivables which the Bank sold
during the first quarter of 2004. The decision to sell these receivables was based upon lack of an adequate credit
card servicing system, lack of consistent growth, high overhead associated with credit card activities and a high
loss experience on non-performing credit cards.

As detailed in the “Consolidated Statement of Cash Flows” contained herein, proceeds from the sale of loans in
2003 totaled $28,618,000. The sales were primarily residential mortgages sold to the secondary market. The
loans were sold to provide the Bank with the liquidity necessary to meet loan demand and to mitigate interest-
rate risk from potential market rate increases.

The Bank retains the servicing rights on loans sold into the secondary market. Servicing rights are retained so
that the Bank can continue the personal relationship developed with the borrowers. At December 31, 2003, the
servicing portfolio balance of sold residential mortgage loans was $56,021,000.




Allowance for loan losses

Management continually evaluates the credit quality of the Bank’s loan portfolio and performs a formal review
of the allowance for loan losses adequacy, on a quarterly basis. The allowance for loan losses reflects
management’s best estimate of losses, both known and inherent, in the existing loan portfolio. Management’s
judgment is based on the evaluation of individual loans, past experience, the assessment of current economic
conditions, and other relevant factors. The provision for loan losses represents the amount necessary to maintain
an appropriate allowance. Loan losses are charged directly against the allowance for loan losses when loans are
deemed to be uncollectible. Recoveries on previously charged-off loans are added to the allowance when
received.

Management applies two primary components during the loan review process to determine proper allowance
levels. The two levels are specific loan loss allocation for loans that are deemed impaired and a general loan
loss allocation for those loans not specifically allocated. The methodology to analyze the adequacy of the
allowance for loan losses is as follows:

Identification of specific problem loans by loan category by the credit administration;

Calculation of specific allowances required based on collateral and other persuasive evidence;

Identification of loans collateralized by cash; :

Determination of remaining homogenous pools by loan category and eliminating loans collateralized by

cash and loans with specific allocations;

e Application of historical loss percentages (3 year average) to pools to determine the allowance
allocation; and

¢ Application of qualitative factor adjustment percentages to historical losses for trends or changes in the

loan portfolio.

Allocation of the allowance for loan losses for different categories of loans is based on the methodology used by
the Bank, as explained above. The changes in the allocations from period to period are based upon reviews of
the loan and lease portfolios.

With a continued focus on asset quality throughout 2003, Management identified impaired loan portfolio
relationships, whereby borrowers did not have the ability to repay their loans in accordance with the contractual
terms. This identification process required Management to determine whether to place these loans on non-
accrual status and if so, to determine an appropriate allowance amount. In addition, several long standing
customers with significant loan exposures, experienced financial difficulties. Management added over
$685,000 to the allowance for loan losses in connection with these loans. Finally, a troubled debt restructuring
in 2002 did not meet expectations, and Management added almost $1,300,000 to the allowance for loan losses.

Charge-offs, net of recoveries, for the year ended December 31, 2003, was $2,618,000, compared to $1,506,000
in 2002. Consumer loan net charge-offs increased from $897,000, through December 31, 2002, to $1,019,000,
through December 31, 2003. Commercial loan net charge-offs increased $561,000, for the full year 2003,
compared to 2002. Mortgage loan net-charge-offs increased $429,000 in 2003. Mortgage loan charge-offs
were the result of properties foreclosed on during 2003 with a required write down taken to the fair market
value of the real estate prior to transfer to foreclosed assets held for sale. For further discussion on the
provision for loan losses, see the “Provision for Loan Losses” located in the Results of Operations section of
Management’s Discussion and Analysis contained herein.
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For a further discussion of delinquencies and net charge-offs, see the section entitled “Non-performing Assets.”
Additional discussion is in Note 1 “Nature of Operations and Summary of Significant Accounting Policies —
Allowance for Loan Losses” and Note 4 “Loans and Leases” contained within the Notes to Consolidated
Financial Statements, and incorporated herein by reference.

Management believes that the current balance in the allowance for loan losses of $4,997,000 is sufficient to
withstand the identified potential credit quality issues that may arise and are inherent to the portfolio. Currently,
management is unaware of any potential problem loans that have not been reviewed. Potential problem loans
are those where there is known information that leads Management to believe repayment of principal and/or
interest is in jeopardy and the loans are currently neither on non-accrual status nor past due 90 days or more.
However, there could be certain instances which become identified over the upcoming year that may require
additional charge-offs and/or increases to the allowance. The ratio of allowance for loan losses to total loans
was 1.28% at December 31, 2003 compared to 1.01% at December 31, 2002.

The following table sets forth the activity in the allowance for loan losses and certain key ratios for the periods
indicated (dollars in thousands):

2003 2002 2001 2000 1999

Balance at beginning of period .............c.ccooeeeeenennnn, $3.900 $3.742 $3.264 $3.172 $3.008
Charge-offs:
Commercial and all other.........ccooviiieeiii 1,334 928 1,003 602 139
Real estate.......oooe i 503 40 119 75 146
CONSUIMET ..ot 1,167 850 909 456 196
Lease fInancing ........cccovervievierirernnnerrercrsesesvnnns _ 9 131 _ 180 _ 18 -
TOtAl. e 3.096 1,949 2,211 1.151 481
Recoveries:
Commercial and all other........c.cccconnniiinionnicnn. 204 359 86 14 46
Real estate....oov e 34 - 3 17 6
CONSUMET ...ttt 230 69 108 53 63
Lease financing.........cocoooeeerieoeiecieneieeeeeeieeee e 10 15 17 1 -
TOLAL. oottt e e eaae s _ 478 443 _214 __ 85 _115
Net charge-0ffs ......ccoooiveviniiricinn e 2,618 1.506 1,997 1,066 _ 366
Provision charged to operations..........c...coccoovvveervennns _3715 _1.664 2475 1,158 530
Balance at end of period ........ccccovveiiiiiiineinine, $4.997 3,900 3,742 $3.264 $3.172
Net charge-offs to average loans outstanding ........... 0.68% 0.40% 0.56% 0.33% 0.13%
Allowance for loan loss to net charge-offs .............. 1.91x 2.59x 1.87x 3.06x 8.67x
Allowance for loan loss to total gross...........cooveenene 1.28% 1.01% 1.00% 0.94% 1.04%
Loans 30 - 89 days past due and accruing................. $3,975 $6,047 $7,156 $ 11,049 $4,914
Loans 90 days or more past due and accruing .......... § 958 $2,599 $5,398 $ 1,493 $2,917
Allowance for loan loss to loans 90 days or

more past due and accruing.........c.cceceverrveiennnn, 5.22x 1.50x 0.69x 2.19x 1.09x
Non-accruing l0ans ...........oceeveiierienieenieeese e, $7,323 $4,000 $4,914 $2,287 $1,210
Allowance for loan loss to non-accruing loans......... 0.68x 0.98x 0.76x 1.43x 2.62x
Allowance for loan loss to non-performing loans..... 60.34% 59.09% 36.29% 86.37% 76.86%
Average net I0ans...........occoevivvevieieerieiiieieren e $383,226 $380,892 $352,230 $325,163 $277,809
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The allowance for loan losses can generally absorb losses throughout the loan and lease portfolios. However, in
some instances an allocation is made for specific loans or groups of loans. Allocation of the allowance for loan
losses for different categories of loans is based on the methodology used by the Bank, as previously explained.
The changes in the allocations from year to years are based upon year end reviews of the loan and lease
portfolios.

Allocation of the allowance among major categories of loans for the past five years is summarized below. This
table should not be interpreted as an indication that charge-offs in future periods will occur in these amounts or
proportions, or that the allocation indicates future charge-off trends:

Category 2003 % 2002 % 2001 % 2000 % 1999 %
Residential real estate $ 354,207 7.09 $ 383,858 9.84 $§ 269,490 720 § 117,534 3.60 $1,165,295 36.73%
Consumer* 884,689 17.70 1,092,140 28.01 959,408 25.64 736,613 22.57 692,378 21.84
Commercial and

commercial real estate 3,699,488 74.04 2,198,783 56.38 2,197,365 58.72 2,270,663 69.56 1,196,789 37.73
Direct financing leases 42,706 0.85 81,664 2.09 136,091 3.64 131,150 4.02 62,989 1.99
Real estate construction 15,876 0.32 - - - - - 31,494 0.99
Unallocated - - 143,307 3.68 179.579 4.80 8,320 0.25 22,930 0.72

Total $4,996,966 100.00%  $3.899,752 100.00% $3,741.933 100.00% $3.264,280 100.00% $3,172,375  100.00%

* Prior to 2003, consumer loans included credit cards receivables.

The commercial loan portfolio comprised 73%, or $3,669,000, of the total allowance for loan losses at
December 31, 2003. Although the Bank identified 27 commercial loan relationships for which this allowance
mostly consisted, the bulk of the allowance fell among only several large non-performing relationships.
Collateral values were prudently valued to provide a conservative and realistic value of the collateral supporting
these loans. As such, management increased the amount of the allowance required to support them. The
allocations to the other categories of loans are adequate compared to the actual three-year historical net charge-
offs.

Non-performing assets
The Bank defines non-performing assets as accruing loans past due 90 days or more, non-accrual loans,
restructured loans, other real estate owned and repossessed assets. As of December 31, 2003, non-performing

assets represented 1.52% of total assets compared to 1.47% at December 31, 2002.

The following table sets forth non-performing assets at December 31 (dollars in thousands):

2003 2002 2001 2000 1999

Net loans, including loans available-for-sale $386,846 $382.977 $370,126 $343.555 $301,089
Loans past due 90 days or more and accruing § 958 $2,599  §5,398 $1,493 $2,917
Non-accrual loans 7.323 4,000 4914 2.287 1.210
Total non-performing loans 8,281 6,599 10,312 3,780 4127
Restructured loans - 1,474 - - -
Other real estate- owned 394 262 465 353 413
Repossessed assets 73 175 158 - -
Total non-performing assets $8.748 $8.,510 §$10,935 $4.133 $4,540
Non-accrual loans to net loans 1.89% 1.04% 1.33% 0.67% 0.40%
Non-performing assets to net loans, foreclosed real estate
and repossessed assets 2.26% 2.22% 2.95% 1.20% 1.51%
Non-performing assets to total assets 1.52% 1.47% 1.92% 0.84% 1.02%
Non-performing loans to net loans 2.14% 1.72% 2.79% 1.10% 1.37%




In the internal review of loans for both delinquency and collateral sufficiency, management concluded that there
were an above average number of loans that lacked the ability to repay in accordance with contractual terms.
The decision to place loans or leases on a non-accrual status is made on an individual basis after considering
factors pertaining to each specific loan.

The majority of non-performing loans and loans past due 90 days or more for the period is attributed to
commercial business loans, indirect auto lending and real estate loans in the process of foreclosure. Several of
the commercial loans are guaranteed by governmental agencies and the Bank’s loss exposure is reduced
accordingly. As a result, the percentage of non-performing loans to net loans has increased from 1.72% at
December 31, 2002, to 2.14% at December 31, 2003.

In 2003, Management recognized a number of impaired loans, primarily in the commercial and commercial real
estate portfolios. As a result, non-performing loans increased 25% to $8,281,000. The increase was the
cumulative result of an ongoing detailed loan review process that began two years ago. Management continues
to add experienced staff and has emphasized improved credit quality in all lending decisions going forward. As
a result of this review, management increased its allowance for loan losses during 2003. Improved collection
efforts combined with solid credit underwriting should curtail serious delinquencies and reduce future non-
performing loans.

Repossessed assets consist of previously financed vehicles held for sale. Subsequent to the loan or lease, the
borrower or lessee defaulted on their contract and the Company repossessed the unit. Repossessed assets are
sold through either a private or public sale and any deficiency balance from the sale of the asset is charged to
the allowance for loan losses.

Payments received on non-accrual loans are recognized on a cash basis. Payments are first applied against the
outstanding principal balance until the balance is satisfied. Subsequent payments are then recorded as interest
income and finally late charges. During 2003, the Bank collected $574,000 of interest income recognized on

the cash basis. Interest income that would have been recorded in 2003, if non-accrual loans were current, was
$995,000.

Bank premises and equipment, net

Due to the fact that expansion plans were deferred and a major computer system conversion was completed in
2002, additions to premises and equipment were minimal and amounted to $621,000 for 2003.

Foreclosed assets held for sale

Real estate acquired through foreclosure increased $132,000, due to the receipt of five properties foreclosed
during the fourth quarter and held for sale at year end. Repossessed vehicles had a net decrease of $102,000,
mostly from the increased turn around time on the sales of these vehicles.

Terminated lease assets held for sale

Terminated lease assets are vehicles that were lease financed by the Company with contractual terms fulfilled.
As per the lease agreement, the vehicles are returned to the Company and recorded on the books in other assets
at the residual value. These vehicles are subsequently sold as soon as practicable. Any difference between sales
price and residual value is charged against current earnings with a claim submitted to the Company’s residual
insurance carrier for payment. Receipt of any residual insurance proceeds is then credited to current earnings.

- 23 -




Cash surrender value of bank owned life insurance

During February 2003, the Bank purchased $7,000,000 of bank owned life insurance (BOLI) for a chosen group
of employees, namely its officers, where the Bank is the owner and beneficiary of the policies. The Bank’s
excess liquidity from investment and loan pay downs funded the BOLI. The earnings from the BOLI are
recognized as other income. The BOLI is profitable from the appreciation of the cash surrender values of the
pool of insurance, and its tax-free advantage to the Bank. This profitability is used to offset a portion of current
and future employee benefit costs. The BOLI is an asset that can be liquidated, if necessary, with tax costs
associated. However, the Bank intends to hold this pool of insurance, because it provides income that enhances
the Bank’s capital position. Therefore, the Bank has not provided for deferred income taxes on the earnings
from the increase in cash surrender value.

Results of Operations

Earnings Summary:

2003 2002 2001
Net inCOME .....oveviiiiciiiieieieeien e $1,643,248 $4,046,173 $3.848,136
Diluted earnings per share ................... $ 0.90 $ 2.22 $ 2.12
Increase/(decrease) per share (59.5)% 4.72% 20.45%
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Net Interest Income

The following table sets forth a comparison of average balances of assets and liabilities and their related net tax

equivalent yields and costs for 2003, 2002 and 2001, in thousands, is as follows (Dollars in thousands):

Earning assets

Interest-bearing deposits

Investments:

U.S. government agencies
Mortgage-backed securities
State and municipal

Other

Total investments

Loans:

Commercial
Consumer

Real estate

Direct financing leases
Credit cards

Total loans

Federal funds sold
Total earning assets

Interest-bearing liabilities
Deposits:

Savings

NOW

MMDA

Time deposits < $100,000
Time deposits > $100,000
Clubs

Total deposits

Repurchase agreements
Borrowed funds

Total interest-bearing liabilities
Net interest income

Net interest spread

Net interest margin

Total average assets

Average non-interest bearing
deposits

2003 2002 2001
Average Revenue Yield Average Revenue Yield Average  Revenue Yield
balance (expense) (cost) balance  (expense) (cost) balance  (expense) (cost)
$ 761 $ 6 079% $ 919 $ 17 1.81% $ 12,716 § 181 1.42%
26,550 1,035 3.90 76,396 4,374 5.73 85,365 5,535 6.48
99,050 3,451 3.48 61,082 3,106 5.08 16,971 1,070 6.30
10,953 716 6.53 10,185 662 6.50 15,144 1,017 6.72
8,206 241 2.94 6,337 240 3.78 4,311 272 6.31
144,759 5.443 3,76 154,000 8.382 544 121,791 7.894 6.48
212,351 11,813 5.56 202,500 12,547 620 169,621 13,748 8.11
51,836 3,879 7.48 58,157 4,925 8.47 62,180 5,436 8.74
117,939 7,386 6.26 113,679 8,095 7.12 110,854 8,207 7.40
4,546 319 7.02 7,558 552 7.30 10,026 724 7.22
427 43 10.13 2.897 283 9.77 2,959 283 9.56
387.099 23.440 6}.06 384,791 26.402 6.86 355640 28,398 7.99
3919 46 117 11,584 190 1.64 20,501 544 2.65
536 $28,935 539% $551,294  $34.991 6.35% $510,648 $37,017 1.25%
$40,439 $ (255) 0.63% $36,031 $ (363) 1.01% $31,523 $ (448) 1.42%
39,949 173) 043 37,068 (400) 1.08 35,513 (747) 2.10
18,584 (243) 1.31 9,895 (142) 1.44 11,538 (324) 2.81
117,852 (4,602) 3.90 141,964 (6,422) 4.53 130,494 (7,156) 5.48
132,630 (4,732) 3.57 144,302 (5,929) 4.11 123,928 (6,848) 5.53
1,727 (26) 1.50 1.518 (29) 1.94 1,287 (33) 2.56
351,181  (10,031) 286 371,278  (13,285) 3.58 334283 (15,556) 4.65
41,355 (503) 1.22 45,872 (996) 2.17 40,970 (1,510) 3.69
69471 _ (3.703) 5.33 64,045 _ (3.601) 5.62 66,674 _ (3,788) 5.68
$462,007 $(14,237) 3.08% $481,195 17,882 3.72% $441,92 20,854 4,72%
$ 14,698 $ 17,109 $ 16,163

2.319 2.63% 2.53%
2.74% 3.109 3.17%

571,42 $580,769 $533.007

$ 60,985 53,504 $46,921

In the above table, interest income was adjusted to a tax-equivalent basis to recognize the income from tax-
exempt assets as if the interest was taxable. This treatment allows a uniform comparison to be made between
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yields on assets. The calculations were computed on a fully tax-equivalent basis using the corporate federal tax
rate of 34%.

Non-accrual loans and any related interest recorded have been included in computing the average rate earned on
the loan portfolio. Installment loans and direct financing leases are presented net of unearned interest. All
deposits are in domestic bank offices. The average balances are based on amortized cost and do not reflect
unrealized gains or losses.

Net interest spread denotes the calculation of the yield on earning assets less the rate of interest-bearing
liabilities. Net interest margin represents the difference between interest income and interest expense divided
by total average earning assets.

The following table reflects the change in net interest income attributable to fluctuations in volume and rate:

Years ended December 31,
( in thousands )

2003 Compared to 2002 2002 Compared to 2001
Increase (decrease) due to Increase (decrease) due to
Volume Rate Total Volume Rate Total

Interest income:
Loans and leases:
IMOTEZALE. .. eereieveencere et meecen e ne e e e $ 267 $ (976) $ (709) $ 208 $ (320) $ (112)
COMMETTIAL ....evvevrieecie ettt 538 (1,235) 697) 1,965 (3,084) (1,119)
COMSUITIET .......vvereireieseeeseeeee e aeiesesees s ses e es e essaesa s s (924) (601) (1.525) (530) (126) (656)
Total loans and 1€aSes......ccovevieviiveiieeierecene e (119) (2,812) (2,931) 1,643 (3,530) (1,887)

Investment securities, interest-

bearing deposits and federal

FUNdS SOId....cvireiei e e (331) (2.823) (3.174) 987 (912) 75
Total interest income $(470) $(5.635) $(6.105) $2.630 $(4.442) 5(1.812)

Interest expense:

Deposits:

Certificates of deposit greater than $100,000........... $ (454) $(743) $(1,197) $ 492 $(1,411) $ (919)
OHET i n e e neen 1.152 (905) (2.057) 66 (1.418) 1.352

Total dePOSItS....ccicericrcciirctecec e (1,606) (1,648) (3,254) 558 (2,829) (2,271)
Other interest-bearing liabilities........c.cccocconnrccnnirnnn 236 (627) (391) 635 (1,335) (700)
Total interest expense 1,370 $(2.275) $(3.645) $1.193 $(4.164) $(2.971)
Net INterest iNCOME........coiviiimnicorcerireeirecre e sierceneienee $ 900 $(3.360) $(2.460) $1,437 $ (278) $ 1,159

The portion of the total difference attributable to both volume and rate changes during the periods has been
allocated to the volume and rate components based upon the absolute dollar amount of the change in each
component prior to the allocation. Tax-exempt income was not converted to a tax-equivalent basis on the rate
volume analysis.

The Federal Reserve Bank lowered the discount rate once in 2003. The discount rate is the rate at which the
Federal Reserve Bank lends overnight funds to banks. In response to these actions, national prime dropped 25
basis points from 4.25% to 4.00%.

There is a 55 basis point differential between the weighted-average of national prime in 2003 compared to 2002.
The weighted-average of national prime in 2003 and 2002 was 4.12% and 4.67%, respectively. This difference
reflects the reduction of total interest income and corresponding yield on earning assets, when comparing both
years.

As market rates remained at low levels throughout 2003, along with the reduction of prime, loan originations
and renewing commercial loans and lines of credit priced substantially below the portfolio yields of 2002.
Treasury yields and the mortgage refinance waves also adversely impacted the investment portfolio, driving
yields downward throughout 2003. The existing MBS, mortgage and consumer home equity installment loan
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portfolios each experienced significant payoffs caused from the number of mortgage refinance waves
experienced throughout 2003. Besides the natural reduction of interest income from repricing, the significant
prepayments of MBS led to the required recognition of a $1,167,000 net increase in amortization of premium
held on these bonds over 2002. The low interest rate environment resulting from current economic conditions
had a negative affect on earning assets, causing total interest income to decrease 17.66%, from $34,567,000 in
2002 to $28,462,000 in 2003 and further caused the tax-equivalent yield on earning assets to decrease 96 basis
points.

~——

Interest expense decreased 20.38%, from $17,882,000 in 2002 to $14,237,000 in 2003. The cost of interest
paying liabilities decreased 64 basis points in 2003. Rates paid on deposit products were reduced to market
deposit rates throughout 2003. However, certain contractual based deposit products and borrowings, which must
reach maturity to re-price, continue to pay at above market rates. The inability to reduce interest expense on
these products prevented the Bank from fully mitigating the reduced interest income for the year to maintain our
margin. The low cost overnight funding needs and the addition of the $9,000,000 FHLB borrowings during the
fourth quarter helped to reduce the average cost of these long-term funds 29 basis points, which somewhat
eased the negative impact on net interest income.

As an overall result, net interest income decreased $2,460,000, or 14.75%, from $16,685,000 in 2002 to
$14,225,000 in 2003. The net interest margin, on a tax-equivalent basis, declined 36 basis points, from 3.10% in
2002 to 2.74% in 2003.

Provision for Loan Losses

The provision for loan losses represents the necessary amount charged to operations with the purpose of
increasing the allowance for loan losses to a level that represents management's best estimate of known and
inherent losses in the Bank's loan portfolio. As such, loans and leases determined to be uncollectible are
charged-off against the allowance for loan loss.

The required amount of the provision for loan losses based upon the adequate level of the allowance for loan
losses is subject to ongoing analysis of the loan portfolio. The Bank maintains a Special Asset Committee which
meets periodically to review problem loans and leases. The committee is comprised of Bank management,
including the credit administration officer, loan workout officer, and collection personnel. The committee
reports quarterly to the Credit Administration Committee of the Board of Directors.

Management continuously reviews the risks inherent in the loan and lease portfolio. Specific factors used to
evaluate the adequacy of the loan loss provision during the formal process include:

Specific loans that could have loss potential

Levels of and trends in delinquencies and non-accrual loans
Levels of and trends in charge-offs and recoveries

Trends in volume and terms of loans

Changes in risk selection and underwriting standards
Changes in lending policies, procedures and practices
Experience, ability and depth of lending management
National and local economic trends and conditions

Changes in credit concentrations
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The provision for loan losses was $3,715,000, for the year ended December 31, 2003, compared to $1,664,000
in 2002. Non-performing loans, which consist of loans past due 90 days or more and non-accrual loans, were
$8,281,000 at December 31, 2003, compared to $6,599,000, at December 31, 2002. Of this amount, non-
accrual loans increased $3,323,000 in 2003. The increase in non-accrual loans was primarily due to the addition
of three large commercial relationships during the fourth quarter. The amount provided for loan losses, for the
year ended December 31, 2003, was driven by increasing the allowance for loan losses to match the risk profile
inherent to the loan portfolio and, to a lesser extent, an increase in loan volume.

Other Income

Other income consists primarily of service charges and other deposit account related fees, fees from trust, asset
management and other financial services, increase in cash surrender value of bank owned life insurance and
realized gains and losses on the sale of investments securities available-for-sale, loans, leased assets and
foreclosed assets, held for sale.

For the year ended December 31, 2003, other income was $4,183,000 or $880,000 more than the $3,303,000
recorded in 2002. Of this increase, $360,000 pertained to service charge activities related to deposit accounts,
which has grown considerably during 2003 from the focused management of these services and addition of our
Courtesy Coverage service. The Bank recorded income of $294,000 on the increase in the cash surrender value
of bank owned life insurance policy, which is a new addition of tax-free earnings for 2003. In addition, the
Bank recognized gains, during 2003, on the sales of AFS investments and loans held-for-sale in the amounts of
$329,000 and $548,000, respectively. This compares favorably to $59,000 and $378,000, respectively,
recognized in 2002. Trust and financial services income was approximately $86,000 higher in 2003 due to
stepped-up efforts to service all of the financial needs of our customers.

Items further impacting other income included the recorded losses on sales of full-term leased assets and
foreclosed assets held-for-sale in the amounts of $409,000 and $12,000, respectively for the twelve months
ended December 31, 2003. This compares to losses in 2002 of $48,000 and $3,000, respectively. Also
negatively impacting other income was the high amount of amortization of mortgage servicing rights, which for
the twelve months ended December 31, 2003, was $174,000 more than 2002 amortization. This increase was
due to the near record low-interest rate environment, which, in turn, resulted in a high volume of mortgage
prepayments and re-financing in 2003 and a decrease in the Bank’s loan servicing portfolio.

Other Expense

For the twelve months ended December 31, 2003, other operating expenses were $12,903,000 or $152,000 more
than the $12,751,000 recorded in the same period of 2002. Premises and equipment related expenses increased
approximately $372,000 in 2003 compared to 2002. Of this increase, deprecation expense increased $195,000.
The increase in depreciation expense can be primarily attributed to: the Eynon branch, which opened during the
third quarter of 2002; and the Bank’s new core processing system which was installed during the fourth quarter
of 2002. Advertising expenses were approximately $61,000 or 15% lower for the twelve months ended
December 31, 2003 compared to the same 2002 period. The decrease is due to a strategic approach to reduce
expenses by targeting lower costing advertising methods for the Bank’s branch system.

Salaries and Employee Benefits was $30,000 lower for the twelve months ended December 31, 2003 compared
to the same period in 2002. Inflationary increases on salaries and therefore, the increased payroll related taxes
were more than offset by reductions in employee benefit costs resulting from health care and profit-sharing cuts.
Due to the continued escalating cost of health insurance, during 2003, the Bank increased the employees’ co-
pay portion of that cost. In addition, the Bank’s financial performance in 2003 caused the contribution to the
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profit-sharing plan to decrease 32%, from $130,000 in 2002 to $89,000 in 2003. The Bank’s contribution to the
profit-sharing plan continued, in order to reward employees for work accomplished.

Components of other operating expense also include professional fees, office supplies, printing,
communications and data processing. For the twelve months ended December 31, 2003, the Bank recorded
legal and audit fees in the amount of $617,000 or 174% more than the $225,000 recorded for the twelve months
ended December 31, 2002. The Company incurred significant legal expenses to aggressively defend a law suit
filed against the Bank, which was settled in October 2003. In the fourth quarter of 2003, the Bank utilized a
national independent accounting firm to consult with Management on the review, documentation and reporting
on the Company’s system of internal controls, to achieve full compliance with current FDICIA and SEC
regulations. In addition, the Audit Committee decided to outsource the internal auditing function to a local
certified public accounting firm. The outsourcing was required to complete the thirty-six internal audit reports
necessary to also meet the FDICIA regulations. The outsourcing arrangement will continue to maximize the
effectiveness of the internal auditing process, both on a quarterly interim and annual basis.

The ratio of non-interest expense to average assets at December 31, 2003 and 2002 was 1.68% for both years.
This ratio continues to perform favorably against peer comparison groups, which supports Management’s
commitment to maintain and reasonably control overhead expenses.

Provision for income taxes

Income before provision for income taxes in 2003 decreased $3,783,000 from 2002. The effective federal
income tax rate was 8.19% and 27.39% for the years ending December 31, 2003 and 2002, respectively. The
effective tax rate decrease is contributed to an increased portion of combined tax-free interest income from
municipal securities, tax-free loans and tax-free earnings from the Bank Owned Life Insurance representing a
larger percentage of pre-tax earnings. Non-taxable income as a percentage of income before taxes increased
from 18.90% in 2002, to 67.72% 1n 2003.

Comparison of Financial Condition as of December 31, 2002 and 2001 and Results of Operations for each of
the Years then Ended

Deposits

Due to the prevailing economic conditions in 2002, many investors moved monies from mutual funds into
insured financial institutions. The Bank experienced growth in non-interest bearing deposits and short-term
interest-bearing accounts. As interest rates declined, these liquid accounts were preferred over fixed-rate
certificates of deposit (CDs). The liquidity aspect of these accounts allows depositors to transfer funds into
fixed-term CDs, when interest rates begin to rise.

Part of the non-interest bearing deposits (DDA) growth was attributed to recent branch expansion. For example,
DDA balances at the new Kingston and Peckville offices had a combined $3,900,000 at December 31, 2002,
compared to $2,452,000 at December 31, 2001. DDA balances at the Eynon office, which opened in July 2002,
were $82,000 at December 31, 2002.

Non-personal and Public Fund DDA balances grew $2,423,000 or 9.15% during 2002. Increased commercial
lending relationships contributed to the growth in commercial deposits, as also did the successful marketing of
commercial deposit products.
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Although personal CDs increased $14,913,000 during 2002, an overall slight decline in interest-bearing deposits
was caused by a large reduction in Public Fund CDs towards year end and withdrawals of non-personal deposits
in the second half of 2002.

While much of the decline in Public Fund CDs was necessitated by cash requirements of the public entities,
approximately $8,481,000 was transferred into money market accounts for liquidity purposes. The transfer of
Public funds into money market accounts comprises 81.95% of the growth in this product. The Bank anticipates
that it will recapture much of the overall decrease in Public Fund deposits during 2003.

Short-term borrowings

Interest rate reductions and customer liquidity needs caused repurchase agreements (Repos) to decrease from
$54,258,000 at December 31, 2001, to $47,232,000 at December 31, 2002. Repos are non-insured interest-
bearing liabilities that have a security interest in qualified pledged investment securities of the Bank. Repos

offered are either a fixed term or a sweep product of the Bank.

Funding requirements of the Bank necessitated $2,850,000 overnight borrowings from the Federal Home Loan
Bank of Pittsburgh, (FHLB), at December 31, 2002. There were no borrowings at December 31, 2001.

Long-term debt

Long-term debt consists of borrowings from the FHLB. The weighted-average rate on funds borrowed at
December 31, 2002, was 5.59%. The weighted-average rate is 76 basis points below the tax-equivalent yield of
6.35% on average earning assets for the year ending December 31, 2002.

At December 31, 2002, the Bank had the ability to borrow an additional $62,375,000 at the FHLB. The FHLB
has short, medium and long-term funding products available to the Bank. Most lines of credit extended to banks
by other lenders are short-term.

Accrued expenses and other liabilities

Rate reductions in interest-bearing deposits and short-term borrowings caused accrued interest payable to
decrease from $2,757,000 at December 31, 2001, to $1,707,000 at December 31, 2002.

A $746,000 non-interest bearing liability for the pending settlement of investment securities purchased was

recorded at December 31, 2002. The Bank did not have any pending investment purchases at December 31,
2001.

Assets:

Investments

Discounting $3,829,000 appreciation in the market value of available-for-sale (AFS) investments, total
investments decreased $8,254,000, during 2002.

With the fall in market rates, United States government agency, state and municipal securities of $90,600,000
were called during 2002. No losses were incurred on any of the called bonds.
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The market environment also caused many borrowers to prepay or refinance home mortgages. In terms of
investments, this contributed to a major reduction in mortgage-backed securities (MBS). Prepayments on MBS
were $18,229,000 in 2002, compared to $2,820,000 in 2001.

Market conditions necessitated a restructuring of the investment portfolio to protect earnings which were being
adversely impacted by bond calls and adjustable rate MBS. To accomplish the restructuring, the Bank sold AFS
investments having a net book value of $37,193,000. There were no sales of investments categorized as held-
to—maturity in 2002.

Proceeds from the called bonds and MBS prepayments were reinvested primarily in fixed rate MBS. The MBS
purchased provide a monthly cash flow which can be reinvested into potentially higher yielding assets. This will
become beneficial when market rates begin to increase. The particular bonds purchased had yields in excess of
comparable Treasury securities and the current rates being paid on federal funds sold.

After careful consideration of the characteristics of the individual securities and their potential reaction to
market changes, $9,058,000 of purchased bonds were classified as held-to-maturity and $128,932,000, were
classified as AFS.

The tax equivalent yield on debt securities by stated maturity date at December 31, 2002, was as follows:

1 year 1 through 5 through More than

or less 5 years 10 years 10 yeats Total
U.S. Government Agencies 4.50% 4.10% 5.70% -% 5.15%
Mortgaged Backed Securities - - 5.50 5.16 5.18
State & Municipal Subdivisions 7.41 7.57 6.84 6.43 6.64
Preferred Term Securities - - - 3.77 3.77
Total debt securities 5.39¢ 4.32% 5.899 5.17% 5.24%

Loans

Loans, net of unearned income, increased $444,000 or 0.12% from $357,718,000 at December 31, 2001, to
$358,162,000 at December 31, 2002. Gross loans represent 61.97% of total assets at December 31, 2002.

Commercial loans increased $23,930,000 or 13.37% during 2002. This increase in commercial loans was
primarily due to increased lending within the small business community.

Tax-free industrial development loans decreased to $8,401,000 at December 31, 2002. Large payoffs at the end
of the year contributed to the decline.

Real estate and construction loan totals of $92,245,000 were 23.84% of gross loans at December 31, 2002.

. Included with real estate loans are home equity lines of credit. The outstanding balance on the credit lines
increased $1,384,000 or 23.33% from $5,931,000 at December 31, 2001, to $7,315,000 at December 31, 2002.

Consumer loans and direct-financing leases decreased $14,181,000 or 18.24% during 2002. A combination of
prepayments, the reclassification of credit card receivables to loans available for sale, tightened credit

underwriting standards on indirect auto loans and the decision to not aggressively seek leases brought about this
decline.
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The following table sets forth the maturity distribution of the loan portfolio at December 31, 2002. Excluded
from the table are non-construction real estate loans, consumer loans and direct financing leases (amounts in
thousands):

1 year 1-5 More than

or less years S years Total
Commercial loans $28,904 $35,581 $138,489  $202,974
Real estate construction 6,797 - - 6.797
Total $35,701 $35,581 £138.489 $209.771

The following table sets forth the sensitivity changes in interest rates for commercial and real estate
construction loans at December 31, 2002 (amounts in thousands):

1-5 More than
: years 5 years Total
Fixed interest rate $12,611 $28,841 $41,452
Variable interest rate 22,970 109,648 132,618
Total $35,581 $138,489 $174.070

Loans available-for sale

The Bank increased loans available-for-sale by $12,565,000 or 77.80% to $28,715,000 at December 31, 2002
from concern of potential interest-rate risk due to the falling rate environment experienced in 2002.

At December 31, 2002, AFS loans included $2,872,000 of credit card receivables. During the fourth quarter of
2002, the Company entered into a credit card receivable sale agreement. The decision was based upon the
system in place which was not adequate to properly service the clientele, there was a high level of overhead
related to credit card activities, a lack of consistent growth in the portfolio and a high loss experience on non-
performing credit cards. This portfolio was sold in 2003.

Servicing rights on sold loans were retained by the Bank. Servicing rights are retained so that the borrower can
still deal directly with the Bank. The loans were sold to provide the Bank with liquidity necessary to meet loan
demand and to mitigate potential interest-rate risk from potential market rate increases. At December 31, 2002,
the outstanding balance of sold residential mortgage loans in which the Bank retained servicing rights was
$56,986,000.

Bank premises and equipment, net
Additions to premises and equipment were $2,542,000 before depreciation of $1,068,000 in 2002.

A new core processing system was installed during the fourth quarter of 2002. Additions for the system,
including hardware, software, licensing and installation were $1,232,000. The projected cost of the system was
$1,300,000. Capitalized expenditures will be depreciated over their estimated useful lives using the straight-line
method.




Additions for the new branch at Eynon were $746,000 for leasehold improvements and $133,000 for furniture
and fixtures. Capital expenditures for Eynon, excluding equipment, were originally projected at $250,000.
Capitalized expenditures will be depreciated over their estimated useful lives.

During 2002, the Bank determined that a new branch would not be established at the property owned in Clarks
Green, Pennsylvania and the property was sold. The property had a net book value of $217,000, at the time of
sale.

Other equipment having a net book value of $36,000 was disposed of in 2002. The majority of the equipment
was made obsolete by the new core processing system.

A net loss of $44,000 was incurred from the disposition of the property and equipment.

Foreclosed assets held for sale

Real estate acquired through foreclosure decreased $203,000 due to the net disposal of properties. Repossessed
vehicles had a net decrease of $48,000 from the sale of the vehicles at auction.

Results of Operations
Net Interest Income

The Federal Reserve Bank lowered the discount rate once in 2002. The discount rate is the rate at which the
Federal Reserve Bank lends overnight funds to banks. In response to these actions, national prime dropped 50
basis points from 4.75% to 4.25%.

There was a 223 basis point differential between the weighted average of national prime in 2002 and 2001. The
weighted average of national prime in 2002 and 2001 was 4.67% and 6.90%, respectively. This difference
reflects on the yield on earning assets and the cost of funds when comparing both years.

The actions of the Federal Reserve Bank caused decreases in the rates charged on loans that were subject to
repricing and on the rates offered on new loans in 2002. Approximately 20% of the entire loan portfolio was
subject to immediate repricing at December 31, 2002. Rates charged on new loans paralleled the reductions in
prime. Sales of older loans, to mitigate prepayments, contributed to the decline in the overall yield on loans.

Market reaction to the drop in prime significantly increased the amount of bonds called during 2002. To
properly collateralize public fund deposits and Repos, the Bank had to replace the called bonds with bonds
producing a lower yield.

Excess funds from asset turnover and the increase of liabilities were sold daily. The rates on these “Fed funds
sold” were at historic lows.

Due to the combination of these factors, the tax equivalent yield on earning assets decreased 90 basis points.
Interest expense was also affected by the decline in market rates. There were deposit rate promotions at the new

Eynon branch to develop deposit growth. However, these promotions had a minimal eftect on the overall
reduction of interest expense.
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The effect of market changes caused a 100 basis point decrease in the cost of funds throughout 2002.

With the 10 basis point increase in the tax-equivalent net interest spread and volume increases in loans and
investments, net interest income rose $1,159,000 or 7.46% during 2002.

Other Income

The $79,000 increase in service charges on deposit accounts is a result of the growth in the number of accounts
and changes to the service charge structure. Service charges were revised during the first quarter of 2002.
Service charges on deposit accounts exceeded 1.00% of gross income.

Investment securities were sold as part of a restructuring of the bond portfolio. Restructuring the portfolio was
necessitated by the change in market rates. Many of the bonds sold were small, adjustable rate MBS with
volatile cash flows. The proceeds from the sales were reinvested in stable, fixed rate MBS. Other sales were
transacted in anticipation of bonds being called. Waiting for a bond to be called under the prevailing market
conditions would have exposed the Bank to reinvesting the proceeds at lower yields.

The number of sale transactions was more than the previous year but the net gain was less. The difference in the
composition of the portfolio, relative to market rates and potential calls, in both years, affected the outcome of
sales activity.

There were no sales of investments classified as held-to-maturity.

Loan sales were also based upon the need to protect future earnings from interest-rate risk caused by
prepayments. Loan sales generated net gains of $378,000 in 2002. That amount was increased by the
recognition of the discounted future value of servicing rights on sold loans. The amount of realized income from
servicing rights, included in total net gains from the sale of loans, was $228,000.

There were no sales of loans classified as held-to-maturity.

Improvements in loan delinquencies and modest loan growth were responsible for a $216,000 reduction in late
charges on loans in 2002. Late charges are recorded as income when collected.

Increases in mortgage loan prepayments necessitated an acceleration of the amortization of mortgage servicing
rights. Mortgage servicing rights amortization increased from $42,000 in 2001 to $133,000 in 2002.

Disposition of equipment made obsolete by the new core processing system and losses on terminated leases and
the sale of the Clarks Green properties caused the Bank to record a loss on disposed assets of $48,000.

During 2001, the Bank sold servicing of the merchant credit card program. By doing this, the Bank reduced its
exposure on these transactions and reduced expense. The Bank receives a monthly commission based on
transactions. The commission is less than the income the Bank would have recognized if servicing was retained.
As a result, gross revenues from merchant credit card processing decreased $106,000. The decrease in income
was offset by a reduction in expense as detailed in the discussion of other expense, contained herein.

Service charges on loans, amortization of mortgage servicing rights, gains/(losses) on disposed assets and gross
merchant credit card processing revenue are components of fees and other service charges.




Some components of fees and other service charges and other operating income and their related increase

during 2002:
Increase
Financial services revenue $160,000
ATM service charges $ 93,000
Trust income $ 45,000

Financial services revenue is generated by the sale of mutual funds and annuities, which are not insured by the
FDIC.

New ATM locations and a change in service charges generated additional service charge income.
Other Expense

The average number of full-time equivalent employees was 175 in 2002, up from 168 in 2001. Merit pay raises,
higher benefit costs and the addition of personnel to address the growing needs of the Bank increased 2002
salaries and employee benefits by $572,000 above the amount reported for 2001.

During 2002, the Kingston office, which opened in April 2001, was operating for a full twelve months. The
Eynon office was opened for six months. The impact of these branches contributed to a $104,000 increase in
premises and equipment expense during 2002. Over 31% of the $104,000 increase resulted from a $33,000 rise
in depreciation expense. Also, expenses of $50,000 were incurred during 2002 for contamination cleanup while
constructing the Eynon Branch.

Overall, total depreciation expense decreased $33,000 during 2002, due to the retirement of fixed assets.
Depreciation on premises and leasehold improvements was $342,000 and depreciation on furniture and fixtures
was $726,000. Furniture and fixture depreciation exceeded 1% of gross income.

With the addition of the Kingston and Eynon branches, new branch advertising increased 3.00% in 2002.

Some components of other expense and their change during 2002:

~ Increase/
(Decrease)
Merchant card expense $(116,000)
Donations (81,000)
Stationery and supplies 46,000
Legal 96,000
Correspondent banks (82,000)
MAC expense 58,000
Professional services 56,000
Miscellaneous charge offs 74,000

During 2001, the Bank sold the servicing of the merchant credit card portfolio. This resulted in savings of
$116,000. A more detailed explanation of the sale is included in the discussion of other income, contained
herein.

The additions of the new branches contributed to the increase in stationery and supplies.
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Defending the civil complaint disclosed in Section 3 entitled, “Legal Proceedings”, contained herein, the
establishment of the Company’s Employee Stock Purchase Plan along with the Bank’s increased credit and
collection legal efforts taken during the ordinary course of business throughout 2002 caused the increase in
legal fees.

Charges for the processing of the Bank’s cash letter constitute the majority of the correspondent bank expense.
Because of historical increased processing expenses, the Bank elected to process its cash letter through the
Federal Reserve Bank of Philadelphia which resulted in reduced costs.

During 2002, an outside consulting firm was engaged to help prepare a strategic plan for the Company. Other
professional costs were incurred regarding the opening of the Eynon branch.

A comprehensive review of all Bank assets was performed in preparation for the installation of the core
processing system. A conclusion was reached that certain assets and overdrawn DDAs were uncollectible and
$64,000 was charged-off. Additional charges of $9,000 were incurred from IRS penalty assessments.

The ratio of non-interest expense to average assets at December 31, 2002 and 2001 was 1.68% for both years.
These ratios are below peer comparison groups.

Provision for income taxes

Income before provision for income taxes in 2002 increased $818,000 over 2001. The effective federal income
tax rate was 26.39% and 19.05% for the years ending December 31, 2002 and 2001, respectively. The increase
resulted from the continued decrease in tax-free interest income from municipal securities and tax-free loans.

Non-taxable income as a percentage of income before taxes declined from 31.41% in 2001 to 18.90% in 2002.

Capital Resources

The Company is subject to various regulatory capital requirements administered by the federal banking
agencies. Failure to meet minimum capital requirements can initiate certain mandatory and possible additional
discretionary actions by regulators that, if undertaken, could have a direct material effect on the Company’s
financial statements. Under capital adequacy guidelines and the regulatory framework for prompt corrective
action, the Company must meet specific capital guidelines that involve quantitative measures of the Company’s
assets, liabilities, and certain off-balance-sheet items as calculated under regulatory accounting practices. The
Company’s capital amounts and classification are also subject to qualitative judgments by the regulators about
components, risk weightings, and other factors.

Capital is fundamental to support our continued growth. In addition, the Company and Bank are subject to
various regulatory capital requirements. Regulatory capital is defined in terms of Tier 1 capital (shareholders'
equity plus the allowable portion of the minority interest in equity of subsidiaries, minus unrealized gains or
plus unrealized losses on available for sale securities, and minus certain intangible assets), Tier 2 capital (which
includes a portion of the allowance for loan losses, minority interest in equity of subsidiaries and subordinated
debt), and total capital (Tier 1 plus Tier 2). Risk-based capital ratios are expressed as a percentage of risk-
weighted assets. Risk-weighted assets are determined by assigning various weights to all assets and off-balance
sheet financial instruments, such as letters of credit and loan commitments, based on associated risk. Regulators
have also adopted minimum Tier 1 leverage ratio standards, which measure the ratio of Tier 1 capital to total
average quarterly assets.




Quantitative measures established by regulation to ensure capital adequacy require the Company to maintain
minimum amounts and ratios of total and Tier [ capital to risk-weighted assets, and of Tier I capital to average
assets. Capital is evaluated in relation to total assets and the risk associated with those assets. With greater
capital resources, a bank is more likely to be able to meet its cash obligations and absorb unforeseen losses. The
Company exceeds all minimum regulatory capital requirements (see Note 14 “Regulatory Matters”, contained
within the Notes to Consolidated Financial Statements, and incorporated herein by reference).

The Company's major source of capital has been from the retention of equity in undistributed earnings of
subsidiary, as reflected below:

Net Dividends Earnings

Income Declared Retained
2003 $1,643,248 $1,601,898 $41,350
2002 4,046,173 1,526,371 2,519,802
2001 3,848,136 1,426,097 2,422,039
2000 3,182,628 1,366,075 1,816,553
1999 3,797,693 1,344,141 2,453,552

Capital was further increased in 2003 through the Dividend Reinvestment Plan (DRIP). Shareholders
reinvested $520,000 in dividends to purchase additional shares of stock. In addition, through the Employee
Stock Purchase Plan and via the exercise of stock options through the Stock Incentive Plan, capital
increased by $43,000 and $30,000, respectively.

Capital was negatively impacted by changes in market rates. The Bank’s investment strategy reacting to
market changes resulted in a $1,478,000 deterioration, net of deferred taxes, in the fair value of investments
classified as available-for-sale. At December 31, 2002, the Bank reported a net unrealized gain on AFS
securities of $1,265,000. At December 31, 2003, a net unrealized loss of $213,000 was reported.
Fluctuations in the capital markets cause frequent changes in the fair value of available-for-sale securities.
A future decline in value should not indicate a material weakness in the capital position of the Company.
The Company monitors market conditions closely and is prepared to take remedial action when appropriate

During the second quarter of 2003, 12,720 shares of common stock became available on the open market.
The Company purchased the stock for $458,000 with the intention to reissue the stock under the Dividend
Reinvestment and Employee Stock Purchase Plans. On the March 10, 2004 dividend payment date, 3,494
of the remaining shares of treasury stock were reissued under the Dividend Reinvestment Plan.

Liquidity

Liquidity management ensures that adequate funds will be available to meet customers' needs for borrowings,
deposit withdrawals and maturities and normal operating expenses of the Bank. Current sources of liquidity are
cash and cash equivalents, asset maturities and pay downs within one year, loans and investments available-for-
sale, growth of core deposits, growth of repurchase agreements, increase of other borrowed funds from
correspondent banks and issuance of capital stock. Although regularly scheduled investment and loan payments
are a dependable source of daily funds, the sale of loans and investment securities available-for-sale, deposit
activity, and investment and loan prepayments are significantly influenced by general economic conditions and
the level of interest rates.
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At December 31, 2003, the Company maintained $19,231,000 in cash and cash equivalents. In addition, the
Company had $19,864,000 of loans available-for-sale and $139,695,000 in investments available-for-sale. This
combined total of $178,790,000 represented 31.1% of total assets at December 31, 2003. Management believes
that the present level of liquidity is strong and adequate for current operations.

The Company considers its primary source of liquidity to be its core deposit base. This funding source has
grown steadily over the years and consists of deposits from customers throughout the branch network. The
Company will continue to promote the acquisition of deposits through its branch offices. At December 31,
2003, approximately 68.8% of the Company’s assets were funded by deposits acquired within its market area.
An additional 7.7% of the assets were funded by the Company’s equity. These two components provide a
substantial and stable source of funds.

As detailed in the statement of cash flows incorporated by reference, total cash and cash equivalents had a net
$6,988,000 decrease stemming from net cash used by investing activities due to the $7,000,000 purchase of life
insurance policies, new loan growth and the net cash used in financing activities funding the $16,629,000
decline in certificates of deposit of $100,000 or more. This cash utilization was offset by the $3,544,000 and
$8,876,000 increase in short-term borrowings and long-term debt, respectively. Other sources providing cash
were primarily in the sale of loans available-for-sale, cash provided by operating activities, and growth of non-
interest-bearing and other interest-bearing deposits. Cash and cash equivalents on hand and the net cash
provided from operations throughout the year was mainly utilized to fund the net decrease in interest-bearing
deposits resulting from the time deposit run off experienced.

At December 31, 2003, the Bank had approximately $77.1 million in unused sources of borrowed funds
available to meet liquidity requirements. The sources were the approximated borrowing capacity at the Federal
Reserve Bank of Philadelphia of $8.3 million along with available funding at the Federal Home Loan Bank of
Pittsburgh of $68.8 million. The borrowing capacity at the Federal Reserve Bank of Philadelphia is the
discounted market value of investment securities pledged as collateral at the date of borrowing.

Management of interest rate risk and market risk analysis

The Company is subject to the interest rate risks inherent in our lending, investing and financing activities.
Fluctuations of interest rates will impact interest income and interest expense along with affecting market values
of all interest-earning and interest-bearing liabilities, except for those assets or liabilities with a short term
remaining to maturity. Interest rate risk management is an integral part of the Asset/Liability management
process. The Company has instituted certain procedures and policy guidelines to manage the interest rate risk
position. Those internal policies enable the Company to react to changes in market rates to protect net interest
income from significant fluctuations. The primary objective in managing interest rate risk is to minimize the
adverse impact of changes in interest rates on net interest income along with creating an asset/liability structure
that maximizes earnings.

Asset/Liability Management. One major objective of the Company when managing the rate sensitivity of its
assets and liabilities is to stabilize net interest income. The management of and authority to assume interest rate
risk is the responsibility of the Company’s Asset/Liability Committee (ALCO), which is comprised of senior
management and Board members. ALCO meets quarterly to monitor the ratio of interest sensitive assets to
interest sensitive liabilities. The process to review interest rate risk is a regular part of management of the
Company. Consistent policies and practices of measuring and reporting interest rate risk exposure, particularly
regarding the treatment of non-contractual assets and liabilities, are in effect. In addition, there is an annual
process to review the interest rate risk policy with the Board of Directors which includes limits on the impact to
earnings from shifts in interest rates.




Interest Rate Risk Measurement. Interest rate risk is monitored through the use of three complementary
measures: static gap analysis, earnings at risk simulation and economic value at risk simulation. While each of
the interest rate risk measurements has limitations, taken together they represent a reasonably comprehensive
view of the magnitude of interest rate risk in the Company and the distribution of risk along the yield curve, the
level of risk through time, and the amount of exposure to changes in certain interest rate relationships.

Static Gap. The ratio between assets and liabilities repricing in specific time intervals is referred to as an interest
rate sensitivity gap. Interest rate sensitivity gaps can be managed to take advantage of the slope of the yield
curve as well as forecasted changes in the level of interest rate changes.

To manage this interest rate sensitivity gap position, an asset/liability model called cumulative gap analysis is
used to monitor the difference in the volume of the Company’s interest sensitive assets and liabilities that
mature or reprice within given periods. A positive gap (asset sensitive) indicates that more assets reprice during
a given period compared to liabilities, while a negative gap (liability sensitive) has the opposite effect. The
Company employs computerized net interest income simulation modeling to assist in quantifying interest rate
risk exposure. This process measures and quantifies the impact on net interest income through varying interest
rate changes and balance sheet compositions. The use of this model assists the ALCO to gauge the effects of
the interest rate changes on interest sensitive assets and liabilities in order to determine what impact these rate
changes will have upon the net interest spread.

At December 31, 2003, the Bank maintained a one year cumulative gap of negative $19.0 million or 3.3% of
total assets. The effect of this negative gap position provided a mismatch of assets and liabilities, whereas more
liabilities than assets are subject to reprice within one year, which might expose the Bank to interest rate risk
during a period of increasing interest rates. Conversely, in a declining interest rate environment, net interest
income could be optimistically affected because more liabilities than assets will reprice during a given period.

Interest Sensitivity Gap at December 31, 2003

3 months 3 through 1 through Over
or less 12 months 3 years 3 years Total
(Dollars in thousands)

Cash and cash equivalents..........c.c.ccceremennioncenconens $ 6,181 $ - $ - $ 13,050 $ 19,231
Investment securities(1)(2). 9,135 20,864 48,419 65,989 144,407
L0ANS (2) .ttt 126,430 84,617 86,331 89,467 386,845
Fixed and other assets........ccooeviviiiieninienieneicncnns - 7.294 - 17.438 24,732
TOtal ASSELS ...ttt $141,746 $112,775 $134,750 185,944 $575,215
Non interest-bearing transaction deposits (3) ......cc.cc.e... $ - $ 6,440 $ 17,710 $ 40,249 $ 64,399
Interest-bearing transaction deposits (3} ...covvvvrvniniien 5,657 54,896 44,001 10,895 115,449
TIME AEPOSILS ..ot 28,188 39,879 35,126 5,544 108,737
Time deposits over $100,000 .......ccevcercrirnrenncccricnnnn. 38,434 39,485 29,553 5,385 112,857
Repurchase ABreements..........cccooceerncniniconnennecrennes 37,011 2,352 - - 39,363
Short-term BOTTOWINGS ......ccovveioerreriirirecnitie e 15,394 - - - 15,394
Long-term debt ....coovviiiiicn e 201 5,601 1,604 64,470 71,876
Other HabilIties ....c.ooviieeierecrrcree e - - - 3.208 3.208

Total Liabilities «...cooeiecciiicncn e $124,885 $148,653 $127,994 $129,751 $ 531,283
Interest SENSIIVILY GaP.......civvieiiieriieiiicerecerese s $ 1686 $(35,878) $ 6,756 $ 56,193
Cumulative Zap.......c.ccoenieieiniieierecne e $ 16,861 $(19,017) $(12,261) $ 43932
Cumulative gap to total @SSetS.........ovvivavieerioreierererenans 2.93% -3.31% -2.13% 7.64%
(¢)] Includes net unrealized gains/losses on available-for-sale securities.
2) Investments and loans are included in the earlier of the period in which interest rates were next scheduled to adjust or the period in which they are due. In

addition, loans were included in the periods in which they are scheduled to be repaid based on scheduled amortization. For amortizing loans and mortgage-
backed securities, annual prepayment rates are assumed reflecting historical experience as well as management’s knowledge and experience of its loan
products.

3) The Bank’s demand and savings accounts were generally subject to immediate withdrawal. However, management considers a certain amount of such
accounts to be core accounts having significantly longer effective maturities based on the retention experiences of such deposits in changing interest rate
environments. The effective maturities presented are the recommended maturity distribution limits for non-maturing deposits based on historical deposit
studies.
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Certain shortcomings are inherent in the method of analysis presented in the above table. Although certain
assets and liabilities may have similar maturities or periods of repricing, they may react in different degrees to
changes in market interest rates. The interest rates on certain types of assets and liabilities may fluctuate in
advance of changes in market interest rates, while interest rates on other types of assets and lLiabilities may lag
behind changes in market interest rates. Certain assets, such as adjustable-rate mortgages, have features which
restrict changes in interest rates on a short-term basis and over the life of the asset. In the event of a change in
interest rates, prepayment and early withdrawal levels may deviate significantly from those assumed in
calculating the table. The ability of many borrowers to service their adjustable-rate debt may decrease in the
event of an interest rate increase.

Earnings at Risk and Economic Value at Risk Simulations. The Company recognizes that more sophisticated
tools exist for measuring the interest rate risk in the balance sheet beyond static repricing gap analysis.
Although it will continue to measure its repricing gap position, the Company utilizes additional modeling for
identifying and measuring the interest rate risk in the overall balance sheet. The ALCO is responsible for
focusing on "earnings at risk" and "economic value at risk", and how both relate to the risk-based capital
position when analyzing the interest rate risk.

Earnings at Risk. Earnings at risk simulation measures the change in net interest income and net income should
interest rates rise and fall. The simulation recognizes that not all assets and liabilities reprice one for one with
market rates (e.g., savings rate). The ALCO looks at "earnings at risk" to determine income changes from a
base case scenario under an increase and decrease of 200 basis points in interest rates simulation model.

Economic Value at Risk. Earnings at risk simulation measures the short-term risk in the balance sheet.
Economic value (or portfolio equity) at risk measures the long-term risk by finding the net present value of the
future cash flows from the Company's existing assets and liabilities. The ALCO examines this ratio quarterly
utilizing an increase and decrease of 200 basis points in interest rates simulation model. The ALCO recognizes
that, in some instances, this ratio may contradict the "earnings at risk" ratio.

The following table illustrates the simulated impact of 200 basis points upward or downward movement in
interest rates on net interest income, net income, and the change in economic value (portfolio equity). This
analysis assumed that interest-earning asset and interest-bearing liability levels at December 31, 2003 remained
constant. The impact of the rate movements was developed by simulating the effect of rates changing over a
twelve-month period from the December 31, 2003 levels.

Rates +200 Rates -200
Earnings at risk:
Percent change in:
Net Interest Income 2.10% (15.70)%
Net Income 7.30 (50.80)
Economic value at risk:
Percent change in:
Economic value of equity (28.60) (5.70)
Economic value of equity
as a percent of total assets (2.25) (0.45)

- 40 -




Economic value has the most meaning when viewed within the context of risk-based capital. Therefore, the
economic value may normally change beyond the Company's policy guideline for a short period of time as long
as the risk-based capital ratio (after adjusting for the excess equity exposure) is greater than 10%. At December
31, 2003, the Company’s risk-based capital ration was 12.9%.

The table below summarizes estimated changes in net interest income over a twelve-month period beginning
January 1, 2004, under alternate interest rate scenarios using the income simulation model described above:

Net Interest
Change in Interest Rates Income Dollar change Percent change
(Dollars in Thousands)

+200 Basis Points $ 18,563 $ 376 2.1%
+100 Basis Points 18,548 361 2.0%
Flat Rate 18,187 - -
-100 Basis Points 16,694 (1,493) -8.2%
-200 Basis Points 15,333 (2,854) -15.7%

Simulation models require assumptions about certain categories of assets and liabilities. The models schedule
existing assets and liabilities by their contractual maturity, estimated likely call date, or earliest repricing
opportunity. Mortgage-backed securities and amortizing loans are scheduled based on their anticipated cash
flow including estimated prepayments. For investment securities, we use a third party service to provide cash
flow estimates in the various rate environments. Savings accounts, including passbook, statement savings,
money market, and interest checking accounts, do not have a stated maturity or repricing term and can be
withdrawn or reprice at any time. This may impact the margin if more expensive alternative sources of deposits
are required to fund loans or deposit runoff. Management projects the repricing characteristics of these accounts
based on historical performance and assumptions that it believes reflect their rate sensitivity. The consulting
model reinvests all maturities, repayments and prepayments for each type of asset or liability into the same
product for a new like term then applies growth or run-off estimates provided by management. As a result, the
mix of interest-earning assets and interest bearing-liabilities is not held constant.

SUPERVISION AND REGULATION

The following is a brief summary of the regulatory environment in which the Company and the Bank operate
and is not designed to be a complete discussion of all statures and regulations affecting such operations,
including those statutes and regulations specifically mentioned herein. Changes in the laws and regulations
applicable to the Company and the Bank can affect the operating environment in substantial and unpredictable
ways. We cannot accurately predict whether legislation will ultimately be enacted, and if enacted, the ultimate
effect that it or implementing regulations would have on our financial condition or resulits of operations. While
banking regulations are material to the operations of the Company and the Bank, it should be noted that
supervision, regulation, and examination of the Company and the Bank are intended primarily for the protection
of depositors, not shareholders.
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Recent Legislation:

Gramm-Leach-Bliley Financial Services Modernization Act. In 1999, Gramm-Leach was signed into law
and it became effective on March 11, 2000. The primary purpose of Gramm-Leach was to eliminate barriers
between investment banking and commercial banking and to permit, within certain limitations, the affiliation of
financial service providers. Generally, Gramm-Leach (1) repealed the historical restrictions against, and
eliminated many federal and state law barriers to affiliations among banks, securities firms, insurance
companies and other financial service providers, (2) provided a uniform framework for the activities of banks,
savings institutions and their holding companies, (3) broadened the activities that may be conducted by and
through national banks and other banking subsidiaries of bank holding companies, (4) provided an enhanced
framework for protecting the privacy of consumers’ information, (5) adopted a number of provisions related to
the capitalization, membership, corporate governance and other measures designed to modernize the Federal
Home Loan Bank System, (6) modified the laws governing the implementation of the Community
Reinvestment Act, and (7) addressed a variety of other legal and regulatory issues affecting both day-to-day
operations and long-term activities of financial institutions.

More specifically, under Gramm-Leach, bank holding companies, such as the Company, that meet certain
management, capital, and Community Reinvestment Act standards, are permitted to become financial holding
companies and, by doing so, to affiliate with securities firms and insurance companies and to engage in other
activities that are financial in nature, incidental to such financial activities, or complementary to such activities.
A bank holding company may become a financial holding company if each of its subsidiary banks is well
capitalized under the FDIC Improvement Acts prompt corrective action provisions, is well managed and has at
least a satisfactory rating under the Community Reinvestment Act. The required filing is a declaration that the
bank holding company wishes to become a financial holding company and meets all applicable requirements.

No prior regulatory approval will be required for a financial holding company to acquire a company, other than
a bank or savings association, engaged in activities permitted under Gramm-Leach. Activities cited by Gramm-
Leach as being financial in nature include:

» securities underwriting, dealing and market making;

« sponsoring mutual funds and investment companies;

+ insurance underwriting and agency;

« merchant banking activities; and activities that the Federal Reserve has determined to be
closely related to banking.

USA Patriot Act of 2001. On October 26, 2001, the Uniting and Strengthening America by Providing
Appropriate Tools Required to Intercept and Obstruct Terrorism Act of 2001 (USA Patriot Act) was signed into
law. The USA Patriot Act broadened the application of anti-money laundering regulations to apply to additional
types of financial institutions, such as broker-dealers, and strengthened the ability of the U.S. government to
detect and prosecute international money laundering and the financing of terrorism. The principal provisions of
Title III of the USA Patriot Act require that regulated financial institutions, including national banks: (1)
establish an anti-money laundering program that includes training and audit components; (2) comply with
regulations regarding the verification of the identity of any person seeking to open an account; (3) take
additional required precautions with non-U.S. owned accounts; and (4) perform certain verification and
certification of money laundering risk for their foreign correspondent banking relationships. The USA Patriot
Act also expanded the conditions under which funds in a U.S. inter-bank account may be subject to forfeiture
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and increased the penalties for violation of anti-money laundering regulations. Failure of a financial institution
to comply with the USA Patriot Acts requirements could have serious legal and reputational consequences for
the institution. The Bank has adopted policies, procedures and controls to address compliance with the
requirements of the USA Patriot Act under the existing regulations and will continue to revise and update its
policies, procedures and controls to reflect changes required by the USA Patriot Act and implementing
regulations .

IMLAFATA. As part of the USA Patriot Act, Congress adopted the International Money Laundering
Abatement and Financial Anti-Terrorism Act of 2001 (IMLAFATA). IMLAFATA amended the Bank Secrecy
Act and adopted certain additional measures that increase the obligation of financial institutions, including
The Fidelity Deposit and Discount Bank, to identify their customers, watch for and report upon suspicious
transactions, respond to requests for information by federal banking regulatory authorities and law enforcement
agencies, and share information with other financial institutions. The Secretary of the Treasury has adopted
several regulations to implement these provisions. The bank is also barred from dealing with foreign “shell”
banks. In addition, IMLAFATA expands the circumstances under which funds in a bank account may be
forfeited. IMLAFATA also amended the BHC Act and the Bank Merger Act to require the federal banking
regulatory authorities to consider the effectiveness of a financial institution's anti-money laundering activities
when reviewing an application to expand operations. The Fidelity Deposit and Discount Bank has in place a
Bank Secrecy Act compliance program.

Sarbanes-Oxley Act of 2002. On July 30, 2002, President Bush signed into law the Sarbanes-Oxley Act of
2002. The stated goals of the Act are to increase corporate responsibility, to provide for enhanced penalties for
accounting and auditing improprieties at publicly traded companies and to protect investors by improving the
accuracy and reliability of corporate disclosures pursuant to the securities laws.

The Act is the most far-reaching U.S. securities legislation enacted in decades. The Act generally applies to all
companies, both U.S. and non-U.S., that file or are required to file periodic reports with the Securities and
Exchange Commission under the Securities Exchange Act of 1934. Due to the SEC’s extensive role in
implementing rules relating to many of the Act’s new requirements, the final scope of these requirements
remains to be determined. '

The Act includes very specific additional disclosure requirements and new corporate governance rules, requires
the SEC and securities exchanges to adopt extensive additional disclosure, corporate governance and other
related rules and mandates further studies of certain issues by the SEC. The Act represents significant federal
involvement in matters traditionally left to state regulatory systems, such as the regulation of the accounting
profession, and to state corporate law, such as the relationship between a board of directors and management
and between a board of directors and its committees.

The Act addresses, among other matters:
» audit committees for all reporting companies;

« certification of financial statements by the chief executive officer and the chief financial
officer; '

» the forfeiture of bonuses or other incentive-based compensation and profits from the sale of an

issuet's securities by directors and senior officers in the twelve month period following initial
publication of any financial statements that later require restatement;
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« a prohibition on insider trading during pension plan black out periods;
« disclosure of off-balance sheet transactions;

« a prohibition on personal loans to directors and officers; expedited filing requirements for
Forms 4's;

« disclosure of a code of ethics and filing a Form 8-K for a change or waiver of such code;
» "real time" filing of periodic reports;

« the formation of a public accounting oversight board;

» auditor independence; and

« various increased criminal penalties for violations of securities laws.

The Act contains provisions that were effective upon enactment on July 30, 2002 and provisions that will be
phased in for up to one year after enactment. The SEC was delegated the task of enacting rules to implement
various provisions with respect to, among other matters, disclosure in periodic filings pursuant to the Exchange
Act. ‘

Regulation W. Transactions between a bank and its “affiliates” are quantitatively and qualitatively restricted
under the Federal Reserve Act. The Federal Deposit Insurance Act applies Sections 23A and 23B to insured
nonmember banks in the same manner and to the same extent as if they were members of the Federal Reserve
System. The Federal Reserve Board has also recently issued Regulation W, which codifies prior regulations
under Sections 23A and 23B of the Federal Reserve Act and interpretative guidance with respect to affiliate
transactions.

Regulation W incorporates the exemption from the affiliate transaction rules but expands the exemption to
cover the purchase of any type of loan or extension of credit from an affiliate. Affiliates of a bank include,
among other entities, the bank's holding company and companies that are under common control with the bank.
The company is considered to be an affiliate of The Fidelity Deposit and Discount Bank. In general, subject to
certain specified exemptions, a bank or its subsidiaries are limited in their ability to engage in “covered
transactions” with affiliates:

* to an amount equal to 10% of the bank's capital and surplus, in the case of covered transactions
with any one affiliate; and

* to an amount equal to 20% of the bank's capital and surplus, in the case of covered transactions
with all affiliates.

In addition, a bank and its subsidiaries may engage in covered transactions and other specified transactions only
on terms and under circumstances that are substantially the same, or at least as favorable to the bank or its
subsidiary, as those prevailing at the time for comparable transactions with nonaffiliated companies.




A “covered transaction” includes:
* a loan or extension of credit to an affiliate;
+ a purchase of, or an investment in, securities issued by an affiliate;
+ a purchase of assets from an affiliate, with some exceptions;

« the acceptance of securities issued by an affiliate as collateral for a loan or extension of credit to
any party; and

» the issuance of a guarantee, acceptance or letter of credit on behalf of an affiliate.
In addition, under Regulation W:
+ a bank and its subsidiaries may not purchase a low-quality asset from an affiliate;

* covered transactions and other specified transactions between a bank or its subsidiaries and an
affiliate must be on terms and conditions that are consistent with safe and sound banking
practices; and

» with some exceptions, each loan or extension of credit by a bank to an affiliate must be secured
by collateral with a market value ranging from 100% to 130%, depending on the type of
collateral, of the amount of the loan or extension of credit.

Regulation W generally excludes all non-bank and non-savings association subsidiaries of banks from treatment
as affiliates, except to the extent that the Federal Reserve Board decides to treat these subsidiaries as affiliates.

Concurrently with the adoption of Regulation W, the Federal Reserve Board has proposed a regulation which
would further limit the amount of loans that could be purchased by a bank from an affiliate to not exceed more
than 100% of the bank's capital and surplus.

Federal and State Legislation:

From time to time, various types of federal and state legislation have been proposed that could result in
additional regulations and restrictions on the business of the Company and the Bank. We cannot predict whether
legislation will be adopted, or if adopted, how the new laws would affect our business. As a consequence, we
are susceptible to legislation that may increase the cost of doing business. Management believes that the effects
of current proposals on the liquidity, capital resources and the results of operations of the Company and the
Bank will be minimal.

Other specific regulatory recommendations which, if implemented, could have a material effect upon our
liquidity, capital resources or results of operations. In addition, the general cost of compliance with numerous

federal and state laws does have, and in the future may have, a negative impact on our results of operations.

Further, our business is also affected by the state of the financial services industry, in general. As a result of
legal and industry changes, management predicts that the industry will continue to experience an increase in
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consolidations as the financial industry strives for greater cost efficiencies and market share. Management is
optimistic that these consolidations may enhance the Bank's competitive position as a community bank.

Future Outlook:

Based upon the current uncertain economic outlook and inability to predict when interest rate changes will
occur, the Company recognizes that there are challenges ahead. The Company is prepared to meet the
challenges and effects of a changing interest rate environment. The addition of key management personnel is an
important step in addressing future challenges. Management’s beliefs are that a significant impact on earnings
depends on its ability to react to changes in interest rates.

The Company will continue to monitor interest rate sensitivity of its earning assets and interest bearing
liabilities to minimize any adverse effects on future earnings. The Company’s commitment to remaining a
community based organization is very strong. Our intention is to recognize a steady disciplined growth in the
loan portfolios, while increasing our base of core deposits. Review and implementation of policies and
procedures along with adding innovative products and services will continue. These steps are designed to
provide the Company with stability and the wherewithal to provide customer service and increase shareholder
value.

Item 7a: QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information required by 7a is set forth at Item 7, under “Liquidity” and “Management of Interest Rate Risk
and Market Risk Analysis," contained within Management’s Discussion and Analysis of Financial Condition
and Results of Operations and incorporated herein by reference.



Item 8: FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

INDEPENDENT AUDITORS’ REPORT

Board of Directors and Shareholders
Fidelity D & D Bancorp, Inc.
Dunmore, Pennsylvania:

We have audited the accompanying consolidated balance sheet of Fidelity D & D Bancorp,
Inc. and Subsidiary as of December 31, 2003 and 2002 and the related consolidated
statements of income, changes in shareholders’ equity and cash flows for each of the three
years in the period ended December 31, 2003. These financial statements are the
responsibility of the Company's management. Our responsibility is to express an oplnlon on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Fidelity D & D Bancorp, Inc. and Subsidiary as of
December 31, 2003 and 2002, and the results of its operations and its cash flows for each

of the three years in the period ended December 31, 2003 in conformity with accounting
principles generally accepted in the United States of America.

(Baonte Sonaihh, P
Wilkes-Barre, Pennsylvania

January 30, 2004
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FIDELITY D & D BANCORP, INC. AND SUBSIDIARY

CONSOLIDATED BALANCE SHEET
DECEMBER 31, 2003 AND 2002

2003 2002
ASSETS:
Cash and due from banks $ 13,148,199 $ 18,763,322
Interest-bearing deposits with financial institutions 6,083,402 7,455,925
Total cash and cash equivalents 19,231,601 26,219,247
Held-to-maturity securities 4,712,142 11,778,803
Available-for-sale securities 139,695,232 137,770,804
Loans and leases, net (allowance for loan losses of
$4,996,966 in 2003 and $3,899,753 in 2002) 366,981,640 354,262,050
Loans available-for-sale (fair value $20,500,507 in
2003; $29,660,096 in 2002) ' 19,863,577 28,715,355
Accrued interest receivable 1,807,081 2,347,332
Bank premises and equipment, net 12,091,937 12,735,201
Foreclosed assets held for sale 467,166 436,932
Cash surrender value of bank owned life insurance 7,293,538 -
Other assets 3,071,552 3,727,592
Total assets $575,215,466 $577,993,316
LIABILITIES:
Deposits:
Noninterest-bearing $ 64,398,658 $ 61,151,465
Certificates of deposit of $100,000 or more 112,857,420 129,486,498
Other interest-bearing deposits 224,186,468 223,150,213
Total deposits 401,442,546 413,788,176
Accrued interest payable and other liabilities 3,208,009 4,757,693
Short-term borrowings 54,756,978 51,213,014
Long-term debt 71,876,034 63,000,000
Total liabilities 531,283,567 532,758,883
SHAREHOLDERS' EQUITY:
Preferred stock authorized 5,000,000 shares with no par
value; none issued - -
Capital stock authorized 10,000,000 shares with no par
value; issued and outstanding 1,828,270 shares in
2003 and 1,825,363 shares in 2002 9,698,879 9,590,142
Treasury stock, at cost (196,048) (221,559)
Retained earnings 34,641,976 34,600,626
Accumulated other comprehensive (loss) income (212,908) 1,265,224
Total shareholders’ equity 43,931,899 45,234,433
Total liabilities and shareholders' equity $575,215,466  $577,993,316

See Notes to Consolidated Financial Statements
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FIDELITY D & D BANCORP, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENT OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001

2003 2002 2001
INTEREST INCOME:
Loans:
Taxable $22,534,871 $25,062,274 $26,588,925
Nontaxable 400,674 576,516 768,403
Leases 298,318 526,194 695,406
Interest-bearing deposits with financial institutions 6,051 16,623 181,172
Investment securities:
U.S. Government agency and corporations 4,486,310 7,479,520 6,604,787
States and political subdivisions (nontaxable) 477,327 476,601 724,878
Other securities 212,791 239,827 272,395
Federal funds sold 45,751 189,838 543,723
Total interest income 28,462,093 34,567,393 36,379,689
INTEREST EXPENSE:
Certificates of deposit of $100,000 or more 4,731,839 5,928,991 6,847,969
Other deposits 5,299,440 7,356,522 8,708,515
Securities sold under repurchase agreements 503,131 996,133 1,609,567
Other short-term borrowings and long-term debt 3,686,166 3,583,127 3,762,258
Other 16,553 17,667 25,322
Total interest expense 14,237,129 17,882,440 20,853,631
NET INTEREST INCOME 14,224,964 16,684,953 15,526,058
PROVISION FOR LOAN LOSSES 3,715,000 1,664,000 2,474,637
NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES 10,509,964 15,020,953 13,051,421
OTHER INCOME:
Service charges on deposit accounts 1,925,061 1,565,532 1,393,733
Gain on sale of:
Investment securities 329,419 58,828 458,980
Loans 548,409 377,572 315,357
Loss on leased assets (408,921) (48,349) -
(Loss) gain on sale of foreclosed assets held for sale (11,880) (3,222) 18,051
Fees and other service charges 1,801,049 1,352,388 1,487,780
Other operating income - - 27,677
Total other income 4,183,137 3,302,749 3,701,578
OTHER EXPENSES:
Salaries and employee benefits 6,399,792 6,429,057 6,118,182
Premises and equipment 2,889,536 2,517,441 2,425,920
Advertising 336,046 396,865 386,473
Other 3,277,987 3,407,811 3,068,422
Total other expenses 12,903,361 12,751,174 11,998,997
INCOME BEFORE PROVISION FOR INCOME TAXES 1,789,740 5,672,528 4,754,002
PROVISION FOR INCOME TAXES 146,492 1,526,355 905,866
NET INCOME $ 1,643,248 § 4,046,173 $ 3,848,136
Per share data:
Net income - basic $ 090 $ 223 $ 212
Net income - diluted $ 090 § 222 % 2.12
Dividends $ 088 § 084 § 0.79

See Notes to Consolidated Financial Statements
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FIDELITY DEPOSIT & DISCOUNT BANCORP, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2003, 2002 AND 2001

2003 2002 2001
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 1643248 $ 4,046,173 $ 3,848,136
Adjustments to reconcile net income to net cash provided by
operating activities: '
Depreciation 1,263,376 1,068,037 1,101,522
Amortization of securities (net of accretion) 1,577,783 325,544 (42,029)
Provision for loan losses 3,715,000 1,664,000 2,474,637
Deferred income taxes (564,570) 231,931 (56,116)
Write-down of foreclosed assets held for sale 746,244 - -
Increase in cash surrender value of life insurance (293,538) - -
Gain on sale of investment securities (329,419) (58,828) (458,980)
Gain on sale of loans (548,409) (377,572) (315,357)
Loss (gain) on sale of foreclosed assets held for sale 11,880 3,222 (18,051)
Loss on sale of leased assets 408,921 - -
Loss on sale of equipment 308 43,612 -
Amortization of loan servicing rights 307,085 133,060 42,046
Change in:
Accrued interest receivable 540,251 921,124 278,048
Other assets 706,845 (273,620) (137,466)
Accrued interest payable and other liabilities (788,222) (146,205) 70,950
Net cash provided by operating activities 8,396,873 7,580,478 6,787,340
CASH FLOWS FROM INVESTING ACTIVITIES:
Held-to-maturity securities:
Proceeds from maturities, calls and pay downs 6,992,617 18,894,931 5,233,860
Purchases - (9,057,722)  (18,993,750)
Available-for-sale securities:
Proceeds from sales 38,101,057 37,251,760 14,463,072
Proceeds from maturities, calls and pay downs 77,944,142 90,284,145 92,693,241
Purchases ‘ (121,383,541) (129,386,253) (127,016,966)
Proceeds from sale of loans available-for-sale 28,618,110 26,413,229 22,048,265
Net increase in loans and leases (38,795,877) (40,812,718) (51,400,803)
Proceeds from sale of premises and equipment - 208,694 -
Proceeds from sale of leased assets 1,297,402 - -
Purchase of life insurance policies (7,000,000) - -
Acquisition of bank premises and equipment (620,510) (2,542,390) (1,224,197)
Improvements to foreclosed assets heid for sale - - (71,263)
Proceeds from sale of foreclosed assets held for sale 855,363 509,887 376,372
Net cash used in investing activities (13,991,237) (8,236,437)  (63,892,169)
CASH FLOWS FROM FINANCING ACTIVITIES:
Net increase in noninterest-bearing deposits 3,247,193 7,849,860 6,116,008
Net (decrease) increase in certificates of deposit
of $100,000 or more (16,629,078) (3,193,497) 37,962,064
Net increase in other interest-bearing deposits 1,036,255 1,353,085 24,380,328
Net increase (decrease) in short-term borrowings 3,543,964 (3,267,974) 6,456,267
Increase in long-term debt, net of payments 8,876,034 - -
Purchase of treasury stock (457,921) (479,640) -
Proceeds from employee stock purchase plan 42,654 - -
Exercise of stock options 29,800 15,360 51,313
Dividends paid, net of dividends reinvested (1,082,183) (1,046,960) (1,005,671)
Net cash (used in) provided by financing activities (1,393,282) 1,230,234 73,970,309
NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS (6,987,646) 574,275 16,865,480
CASH AND CASH EQUIVALENTS, BEGINNING 26,219,247 25,644,972 8,779,492
CASH AND CASH EQUIVALENTS, ENDING $ 19,231,601 § 26,219,247 § 25,644,972

See Notes to Consolidated Financial Statements
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FIDELITY D & D BANCORP, INC.
AND SUBSIDIARY

NOTES To CONSOLIDATED FINANCIAL STATEMENTS

1. NATURE OF OPERATIONS AND SUMMARY OF
SIGNIFICANT ACCOUNTING POLICIES

PRINCIPLES OF CONSOLIDATION

The accompanying consolidated financial statements include the accounts of Fidelity
D & D Bancorp, Inc. and its wholly-owned subsidiary, The Fidelity Deposit and
Discount Bank (the “Bank”) (collectively, the “Company”). All significant
intercompany balances and transactions have been eliminated in consolidation.

NATURE OF OPERATIONS

The Company provides a variety of financial services to individuals and corporate
customers in Lackawanna and Luzerne Counties, Pennsylvania. This region has a
diversified and fairly stable economy. The Company’s primary deposit products are
savings accounts, NOW accounts, money market deposit accounts, certificates of
deposit and checking accounts. Its primary lending products are single-family
residential loans, secured consumer loans, and secured loans to businesses. In
addition to these traditional banking services, the Company also provides annuities,
mutual funds and trust services.

Although the Company has a diversified loan portfolio, a substantial portion of its
debtor’s ability to honor their contracts is dependent on the economic sector in which
the Company operates. While management uses available information to recognize
losses on loans and foreclosed assets, future additions to the allowances may be
necessary based on changes in local economic conditions. In addition, regulatory
agencies, as an integral part of their examination process, periodically review the
Company’s allowances for loan losses and foreclosed assets. Such agencies may
require the Company to recognize additions to the allowances based on their
judgments about information available to them at the time of their examination.
Because of these factors, it is reasonably possible that the allowances for loan losses
and foreclosed assets may change materially in the near future.
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Use OF ESTIMATES

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

Material estimates that are particularly susceptible to significant change relate to the
determination for the allowance for losses on loans and the valuation of real estate
acquired in connection with foreclosures or in satisfaction of loans. In connection
with the determination of allowances for losses on loans and foreclosed real estate,
management obtains independent appraisals for significant properties.

HELD-TO-MATURITY SECURITIES

Debt securities for which the Company has the positive intent and ability to hold to
maturity are reported at cost, adjusted for premiums and discounts that are
recognized in interest income over the period to maturity.

TRADING SECURITIES

Debt and equity securities held principally for resale in the near term are recorded at
their fair values. Unrealized gains and losses are included in other income. The

Company did not have any investment securities held for trading purposes during
2003, 2002 or 2001.

AVAILABLE-FOR-SALE SECURITIES

Available-for-sale securities consist of debt and equity securities not classified as
either held-to-maturity securities or trading securities and are reported at fair value.
Unrealized holding gains and losses, net of deferred income taxes, on available-for-
sale securities are reported as a net amount as a separate component of
shareholders’ equity until realized. These net unrealized holding gains and losses
are the sole component of accumulated other comprehensive (loss) income.

LOANS HELD FOR SALE
Loans originated and intended for sale in the secondary market are carried at the
lower of cost or estimated fair value in the aggregate. Net unrealized losses are

recognized through a valuation allowance by charges to income. Unrealized gains
are recognized to the extent of previous writedowns.
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LOANS

Loans that management has the intent and ability to hold for the foreseeable future or
until maturity or payoff are stated at face value, net of unearned income, unamortized
loan fees and costs and the allowance for loan losses. Interest on residential real
estate loans is recorded on an amortized schedule. Commercial loan interest is
accrued on the principal balance on an actual day basis. Interest on consumer loans
is determined using the actuarial method or the simple interest method.

The accrual of interest on impaired loans is discontinued when, in the opinion of
management, there is an indication that the borrower may be unable to meet
payments as they become due. Any payments received on impaired loans are
applied, first to the outstanding loan amounts, then to the recovery of any charged-off
loan amounts. Any excess is treated as a recovery of lost interest.

ALLOWANCE FOR LOAN LOSSES

The allowance for loan losses is established through a provision for loan losses. The
allowance represents an amount which, in management’s judgment, will be adequate
to absorb losses on existing loans and leases that may become uncollectible.
Management’'s judgment in determining the adequacy of the allowance is based on
evaluations of the collectibility of the loans. These evaluations take into
consideration such factors as changes in the nature and volume of the loan portfolio,
current economic conditions that may affect the borrower’s ability to pay, overall
portfolio quality and review of specific impaired loans. Loans considered
uncollectible are charged to the allowance. Recoveries on loans previously charged
off are added to the allowance.

A loan is considered impaired when, based on current information and events, it is
probable that the Company will be unable to collect the scheduled payments in
accordance to the contractual terms of the loan. Factors considered in determining
impairment include payment status, collateral value, and the probability of collecting
payments when due. The significance of payment delays and/or shortfalls, is
determined on a case by case basis. All circumstances surrounding the loan are
taken into account. Such factors include the length of the delinquency, the
underlying reasons and the borrower’'s prior payment record. Impairment is
measured on these loans on a loan by loan basis.

Large groups of smaller balance homogeneous loans are collectively evaluated for

impairment.  Accordingly, the Company does not separately identify individual
consumer and residential loans for impairment disclosures.
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LEASES

Financing of equipment and automobiles is provided to customers under lease
arrangements accounted for as direct financing leases. Income earned is based on a
constant periodic return on the net investment in the lease.

LoAN FEEsS

Nonrefundable loan origination fees and certain direct loan origination costs are
recognized over the life of the related loans as an adjustment of yield. The
unamortized balance of these fees and costs are included as part of the loan balance
to which it relates.

BANK PREMISES AND EQUIPMENT

Bank premises and equipment are stated at cost less accumulated depreciation.
Depreciation is computed on the straight-line and accelerated methods over the
estimated useful lives of the assets. Leasehold improvements are amortized over the
shorter of the useful lives or lease term.

LOAN SERVICING AND LOAN SERVICING RIGHTS

The Company services real estate loans for investors in the secondary mortgage
market, which are not included in the balance sheet. The cost of mortgage servicing
rights is amortized in proportion to, and over the period of, estimated net servicing
revenues. For purposes of measuring impairment, the rights are stratified based on
the present dominant risk characteristics of the underlying loans, stated term of the
loan and interest rate. The amount of impairment recognized is the amount by which
the capitalized mortgage servicing rights for a stratum exceeds its fair value. Fair
values are estimated using discounted cash flows based on a current market interest
rate.

BANK OWNED LIFE INSURANCE

The Bank purchased $7,000,000 of bank owned life insurance (“BOLI") on certain
employees, where the Company is the owner and beneficiary of the policies. The
earnings from the BOLI are recognized as other income. The BOLI is an asset that
can be liquidated, if necessary, with tax costs associated. However, the Bank
intends to hold this pool of insurance, because it provides income that enhances the
Bank's capital position. Therefore, the Bank has not provided for deferred income
taxes on the earnings from the increase in cash surrender value.
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FORECLOSED ASSETS HELD FOR SALE

Foreclosed assets held for sale are carried at the lower of cost or fair value less cost
to sell. Losses from the acquisition of property in full and partial satisfaction of debt
are treated as credit losses. Routine holding costs and subsequent declines in value
are included in other operating expenses.

STOCK OPTIONS

At December 31, 2003, the Company has two stock-based compensation plans,
which are described more fully in Note 9. The Company accounts for these plans
under the recognition and measurement principles of APB Opinion No. 25,
Accounting for Stock Issued to Employees, and related Interpretations. No stock-
based employee compensation cost is reflected in net income, as all options granted
under this plan had an exercise price equal to the fair value of the underlying
common stock on the date of grant.

The following table illustrates the effect on net income and earnings per share if the
Company had applied the fair value recognition provisions of Statement of Financial
Accounting Standards (“SFAS”) No. 123, Accounting for Stock-Based Compensation,
to stock-based employee compensation:

December 31, 2003 AS REPORTED PRO FORMA
Net income (in thousands) $1,643 $1,643
Earnings per share - Basic 0.90 0.90

- Diluted 0.90 0.90

December 31, 2002

Net income (in thousands) $4,046 $4,039
Earnings per share - Basic 2.23 2.21
- Diluted 2.22 2.18

December 31, 2001

Net income (in thousands) $3,848 $3,834
Earnings per share - Basic 212 2.12
- Diluted 212 2.1
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For purposes of the pro forma calculations, the fair value of each option is estimated
using the Black-Scholes option pricing model with the following weighted-average
assumptions for grants issued in 2002 and 2001:

2002 001
Dividend yield 3.79% 3.33%
Expected volatility 5.91% 6.24%
Risk-free interest rate 3.62% 3.52%
Expected lives 5 years 5 years

The Company did not grant options in 2003.
TRUST AND FINANCIAL SERVICE FEES

Trust and financial service fees are recorded on the cash basis, which is not
materially different from the accrual basis.

ADVERTISING COSTS
Advertising costs are charged to expense as incurred.
FAIR VALUE OF FINANCIAL INSTRUMENTS

Cash and short-term instruments: The carrying amounts of cash and short-term
instruments approximate their fair value.

Available-for-sale and held-to-maturity securities: Fair values for securities are
based on bid prices received from securities dealers. Restricted equity securities are
carried at cost.

Loans receivable: The fair value of all loans is estimated by the net present value of
the future expected cash flows.

Loans available for sale: For loans available for sale, the fair value is estimated
using rates currently offered for similar borrowings and are stated at the lower of cost
or market.

Deposit liabilities: The fair value of demand deposits, NOW accounts, savings
accounts, and money market deposits is estimated by the net present value of the
future expected cash flows. For certificates of deposit, the discount rates used reflect
the Company’s current market pricing. The discount rates used for nonmaturity
deposits are the current book rate of the deposits.
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Short-term borrowings: For short-term borrowings, the fair value is estimated using
the rates currently offered for similar borrowings.

Long-term debt: For other borrowed funds, the fair value is estimated using the
rates currently offered for similar borrowings.

Accrued interest: The carrying amounts of accrued interest approximate their fair
values.

Off-balance-sheet instruments: Commitments to extend credit are generally short
term and are priced to market. The rates on standby letters of credit are priced on
prime. Therefore, the estimated fair value of these financial instruments is face
value.

INCOME TAXES

Deferred tax assets and liabilities are reflected at currently enacted income tax rates
applicable to the period in which the deferred tax assets or liabilities are expected to
be realized or settled. As changes in tax laws or rates are enacted, deferred tax
assets and liabilities are adjusted through the provision for income taxes.

CAsH FLows

For purposes of reporting cash flows, cash and cash equivalents includes cash on
hand, amounts due from banks and interest-bearing deposits with financial
institutions.

For the years ended December 31, 2003, 2002, and 2001, the Company paid interest
of $14,674,100, $18,934,972 and $20,860,286, respectively. For the years ended
December 31, 2003, 2002, and 2001, the Company paid cash for income taxes of
$869,561, $1,040,000 and $1,210,000, respectively.

Transfers from loans to foreclosed assets held for sale amounted to $1,560,832,
$835,741 and $621,846 in 2003, 2002, and 2001, respectively. Noncash investing
activities also included transferring $2,871,752 from loans to loans available-for-sale
in 2002.

RECLASSIFICATIONS

Certain reclassifications have been made to the 2002 and 2001 financial statements
to conform to the 2003 presentation.
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OTHER COMPREHENSIVE (LOSS) INCOME

The components of other comprehensive (loss) income and related tax effects are as

follows:
2003 2002 2001

Unrealized holding (losses) gains on

available-for-sale securities $(1,910,175)  $3,888,024 $555,025
Less reclassification adjustment for gains

realized in income (329,419) (58,828) (458,980)
Net unrealized (losses) gains (2,239,594) 3,829,196 96,045
Tax effect (net 34%) 761462  (1,301,926) _ (32,656)
Net of tax amount $(1.478,132) $2,527.270 $ 63,389

2. CASH

The Company is required by the Federal Reserve Bank to maintain average reserve
balances based on a percentage of deposits. The amounts of those reserve
requirements on December 31, 2003 and 2002 were $569,000 and $6,260,000,
respectively.

Deposits with any one financial institution are insured up to $100,000. The Company
maintains cash and cash equivalents with certain other financial institutions in excess of
the insured amount. '
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3. INVESTMENT SECURITIES

Amortized cost and fair value of investment securities at December 31, 2003 and 2002,
are as follows (in thousands):

............................................. 2003 e
GROSS GROSS
AMORTIZED UNREALIZED UNREALIZED FAIR
CosT GAINS LOSSES VALUE
Held to maturity securities:
Mortgage-backed securities $ 4712 $196 $ - $ 4,908
Available-for-sale securities:
U.S. government agencies and
corporations $ 37,040 $ 61 $ 778 $ 36,323
Obligations of states and political
subdivisions 13,190 123 37 13,276
Corporate bonds 3,991 16 - 4,007
Mortgage-backed securities 80.765 467 345 80,887
Total debt 134,986 667 1,160 134,493
Equity securities:
Restricted 4,753 - - 4,753
Other 279 170 - 449
Total $140,018 $837 $1.160 $139,695
............................................. 2002, e
GROSS GROSS
AMORTIZED UNREALIZED UNREALIZED FAIR
COST GAINS LOSSES VALUE
Held to maturity securities:
Mortgage-backed securities 11.779 $ 468 $ - $ 12,247
Available-for-sale securities:
U.S. government agencies and
corporations $13,066 $ 209 $ - $13,275
Obligations of states and political
subdivisions 9,644 93 - 9,737
Corporate bonds 3,989 13 11 3,991
Mortgage-backed securities 105,272 1,602 _39 106,835
Total debt 131,971 1,917 50 133,838
Equity securities:
Restricted 3,604 - - 3,604
Other 279 55 _5 329
Total $135,854 $1.972 $55 $137.771
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There are no significant concentrations of investments (greater than 10 percent of
shareholders’ equity) in any individual security issuer other than securities of the United
States government and agencies.

Most of the Company’s debt and equity securities are pledged to secure trust funds,
public deposits, short-term borrowings, Federal Home Loan Bank of Pittsburgh (“FHLB”)
borrowings, Federal Reserve Bank of Philadelphia Discount Window borrowings and
certain other deposits as required by law. U.S. government securities pledged on
repurchase agreements are under the Company’s control.

The amortized cost and fair value of debt securities at December 31, 2003 by
contractual maturity are shown below. Expected maturities will differ from contractual
maturities because borrowers may have the right to call or repay obligations with or
without call or repayment penalties.

AMORTIZED  FAIR
COST VALUE
(IN THOUSANDS)

Held-to-maturity securities,

Due after ten years $ 4712 $ 4908
Available-for-sale securities:

Due in one year or less $ - 8 -
Due after one year through five years 3,727 3,722
Due after five years through ten years 23,223 22,890
Due after ten years 27,271 26,994

Total 54,221 53,606
Mortgage-backed securities 80,765 80,887
Equity securities 5,032 5,202

Total available-for-sale securities $140.,018 $139,695

- 61 -




The following table presents gross unrealized losses and fair value of investments
aggregated by investment category and length of time that individual securities have
been in a continuous unrealized loss position at December 31, 2003 (in thousands):

.LESS THAN 12 MONTHS..

FAIR
VALUE
U.S.-government
agencies and
corporations $26,232
Obligations of states
and political
subdivisions 4,327
Mortgage-backed
securities 39,997
Subtotal, debt
securities 70,556
Equity securities -
Total temporarily
impaired
securities $70,556

.. 12MONTHS ORMORE... ............... TOTAL..............

UNREALIZED FAIR UNREALIZED FAIR UNREALIZED
LOSSES VALUE LOSSES VALUE LOSSES
$ (778) $ $ $26,232 $ (778)
(345) 4,327 (345)
_(37) 39,997 (37)
(1,160) 70,556 (1,160)
$(1.160) $_ 3 $70.556 $(1.160)

The investments in debt securities have not been significantly impaired. The unrealized
The debt securities
considered temporarily impaired are approximately 1.6% below cost and no security
was impaired for longer than twelve months.
issuers, management determined that the debt securities were not other-than-

losses are primarily the result of volatility in interest rates.

temporarily impaired.

Based on the credit worthiness of the

Gross realized gains and losses on sales of available-for-sale securities, determined

using specific identification of the securities were as follows:

Gross realized gains
Gross realized losses
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2002

2001

$329,419 $58,828 $458,980



4. LoANS AND LEASES

The major classifications of loans and leases at December 31, 2003 and 2002 are
summarized as follows:

200 2002

Commercial and commercial real estate $221,275,922 $202,974,155
Residential real estate 90,779,488 85,447,703
Consumer 49,216,897 56,984,927
Real estate construction 7,267,616 6,797,002
Direct financing leases 3,685,802 6,578,720
Total 372,225,725 358,782,507

Less:
Unearned income 247,119 620,704
Allowance for loan losses 4,996,966 3,899,753
Loans and leases, net $366.981.640 $354.262,050

Net deferred loan costs (fees) of $305,155 and $(12,789) have been added to
(deducted from) the carrying value of loans at December 31, 2003 and 2002,
respectively.

The Company has no concentration of loans to borrowers engaged in similar

businesses or activities which exceed 5 percent of total assets at December 31, 2003 or
2002.
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Impaired loans information is as follows:

2003 002
At December 31:
Accruing loans that are contractually past due 90 days
or more as to principal or interest $ 957,971 $2,599,489
Amount of impaired loans that have a related allowance 14,898,872 338,768
Amount of impaired loans with no related allowance 2,964,967 2,260,721
Allowance for impaired loans 2,533,842 281,093
During the year ended December 31:
Average investment in impaired loans 8,428,334 2,619,823
Interest income recognized on impaired loans
(cash basis) 574,355 7,423
Principal collected on impaired loans 2,205,023 1,979,023
Changes in the allowance for loan losses are as follows:
2003 2002 2001
Balance, beginning $3,899,753 $3,741,933  $3,264,280
Recoveries 478,297 443,189 213,639
Provision for loan losses 3,715,000 1,664,000 2,474 637
Losses charged to allowance (3,096.084) (1,949.369) (2,210.623)
Balance, ending $4.996,966 $3,899,753 $3,741,933

For federal income tax purposes, the allowance for loan losses is $315,958 at
December 31, 2003, 2002, and 2001. The amounts deducted for loan losses in the
federal income tax returns were $2,617,787 in 2003, $1,352,428 in 2002 and
$1,817,574 in 2001. These amounts were the maximum allowable deduction.

The Company services real estate loans, which are not included in the accompanying
balance sheet, for investors in the secondary mortgage market. The approximate
amount of mortgages serviced amounted to $56,021,000 at December 31, 2003 and
$56,986,000 at December 31, 2002. Mortgage servicing rights were approximately
$347,000 at December 31, 2003 and $422,000 at December 31, 2002 and are included
in other assets. Amortization of mortgage servicing rights was approximately $307,000
in 2003, $133,000 in 2002 and $42,000 in 2001.
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5. BANK PREMISES AND EQUIPMENT

Components of bank premises and equipment at December 31, 2003 and 2002 are
summarized as follows:

2003 2002
Land $ 1,054,330 $ 1,054,330
Bank premises 7,469,594 7,523,205
Furniture, fixtures and equipment 7,397,551 8,249,536
Leasehold improvements 3,019,928 2,896,388
Total 18,941,403 19,723,459
Less accumulated depreciation and amortization 6,849,466 6,988,258

Bank premises and equipment, net $12.091,937 $12.735,201

The Company leases its Green Ridge, Scranton, Pitiston, West Pittston, Moosic,
Kingston, Peckville, Clarks Summit and Eynon branches under the terms of operating
leases. Rental expense was $382,001 for 2003, $353,589 for 2002 and $321,782 for
2001. The future minimum rental payments at December 31, 2003 under these leases
are as follows:

YEAR ENDING DECEMBER 31 AMOUNT
2004 $ 346,265
2005 334,979
2006 332,242
2007 329,504
2008 329,504
2009 and thereafter 4,988,187

Total $6.660.681

Amortization of leasehold improvements is included in depreciation expense.
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6. DEPOSITS

At December 31, 2003, the scheduled maturities of certificates of deposit are as follows:

2004
2005
2006
2007
2008
Thereafter

7. SHORT-TERM BORROWINGS

$145,885,258 65.83%
33,330,611 15.04
31,338,765 14.14

7,045,355 3.19
3,984,257 1.80
10,470 -

$221,594.716  100.00%

Short-term borrowings are as follows at December 31:

Securities sold under repurchase agreements

Demand note, U.S. Treasury
Federal funds purchased

Total

2003 2002
$39,363,052 $47,231,946
473,926 1,131,068
14,920,000 2,850,000
54,756,978 3$51.213,014

The maximum and average amounts of short-term borrowings outstanding and related
interest rates for the years ended December 31, 2003 and 2002 are as follows:

MAXIMUM WEIGHTED
OUTSTANDING AVERAGE
AT ANY AVERAGE RATE DURING RATE AT
2003 MONTHEND  OUTSTANDING THE YEAR YEAR END
Federal funds purchased $17,900,000 $ 3,716,192 1.26% 1.03%
Securities sold under repurchase
agreements 46,285,260 41,326,103 1.22% 0.80%
Demand note, U. S. Treasury 1,119,775 716,817 0.93% 0.73%
Total $65.305.035 $45,759.112
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MAXIMUM WEIGHTED
OUTSTANDING AVERAGE
AT ANY AVERAGE RATE DURING  RATE AT
2002 MONTH END OUTSTANDING THE YEAR YEAR END
Federal funds purchased $ 3,000,000 $ 108,767 1.68% 1.48%
Securities sold under repurchase
agreements 52,280,479 45,871,723 2.17% 1.35%
Demand note, U. S. Treasury 1,145,783 654,747 1.58% 1.10%
Total $56.426.262 $46.635.237
MAXIMUM WEIGHTED
OUTSTANDING AVERAGE
AT ANY AVERAGE RATE DURING  RATE AT
2001 MONTH END OUTSTANDING THE YEAR YEAR END
Line of credit, FHLB $12,250,000 $ 2,611,918 6.00% 0.00%
Securities sold under repurchase
agreements 54,258,326 40,969,993 3.68% 3.02%
Demand note, U. S. Treasury 1,118,424 706,515 4.02% 1.41%

Total

$67.626.750  $£44.288.426

Securities sold under agreements to repurchase (repurchase agreements) are secured
short-term borrowings, and generally mature within 1 to 89 days from the transaction
date. Repurchase agreements are reflected at the amount of cash received in
connection with the transaction. The carrying value of the underlying securities is
approximately $39,500,000 and $47,300,000 at December 31, 2003 and 2002,
respectively. The Bank may be required to provide additional collateral based on the
fair value of the underlying securities. The demand note, U. S. Treasury is generally
repaid within 1 to 90 days.

At December 31, 2003, the Company had approximately $68,800,000 available to
borrow from the Federal Home Loan Bank of Pittsburgh and approximately $8,300,000
that it can borrow at the Discount Window from the Federal Reserve Bank of

Philadelphia. There were no borrowings from the Federal Reserve Bank Discount
Window at December 31, 2003 or 2002.




8. LONG-TERM DEBT

Long-term debt consists of advances from the FHLB with interest rates ranging from
2.98 to 6.22% at December 31, 2003. These advances are secured by unencumbered
U.S. government agency securities, mortgage-backed securities, U.S. Treasury notes
and certain residential mortgages.

At December 31, 2003, the maturities and weighted-average interest rates of long-term
debt are as follows:

YEAR ENDING DECEMBER 31 RATE AMOUNT
2004 5.92% $ 5,000,000
2008 4.21 13,876,034
2010 5.74 48,000,000
2013 3.61 5,000,000

531% $71.876.034

. STOCK PLANS

At December 31, 2003, the Company has reserved 100,000 shares of its unissued
capital stock for issuance under a dividend reinvestment plan. Shares issued under this
plan are valued at fair value as of the dividend payment date. At December 31, 2003,
59,253 shares are available for future issuance.

The Company has established the 2002 Employee Stock Purchase Plan and has
reserved 100,000 shares of its unissued capital stock for issuance under the plan.
Under the 2002 Employee Purchase Plan, employees may have automatic payroll
deductions to purchase the Company’s capital stock at a discounted price based on the
fair market value of the Company’s capital stock on either the commencement date or
termination date. At December 31, 2003, 1,264 shares were issued under the plan.

The Company has established the 2000 Independent Directors Stock Option Plan and
has reserved 50,000 shares of its unissued capital stock for issuance under the plan.
Under the 2000 Independent Directors Stock Option Plan, each outside director will be
awarded stock options to purchase 500 shares of the Company’s common stock on the
first business day of January, each year, at the fair market value on date of grant. 4,500
stock options with a ten-year life were awarded in 2002 and 2001. No stock options
were awarded in 2003 due to the directors’ voluntary election to forego the award.
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The Company has established the 2000 Stock Incentive Plan and has reserved 50,000
shares of its unissued capital stock for issuance under the plan. Under the 2000 Stock
Incentive Plan, key officers and certain other employees are eligible to be awarded
qualified options to purchase the Company’s common stock at the fair market value on
the date of grant. 4,000 and 2,900 qualified stock options with a ten-year life were
awarded in 2002 and 2001, respectively. No stock options were awarded in 2003.

A summary of the status of the Company option plans as of December 31, 2003, 2002,
and 2001, and changes during the year ended is presented below:

WEIGHTED AVERAGE
SHARES EXERCISE PRICE

Outstanding, December 31, 2000 - 14,400 $33.12

Granted 7,400 36.50
Exercised (1,500) 34.21

Forfeited (1,000) 33.06
Outstanding, December 31, 2001 19,300 34.33
Granted 8,500 37.50
Exercised (400) 31.00
Forfeited (1,500) 34.21

Outstanding, December 31, 2002 25,900 35.43
Granted - -
Exercised (800) 35.81

Forfeited (400) 37.50
Outstanding, December 31, 2003 24,700 $35.39

The following table summarizes all stock options outstanding for the plans as of
December 31, 2003, segmented by exercise prices:

REMAINING
CONTRACTUAL
EXERCISE PRICES NUMBER LIFE
$31.00 5,100 5 years
35.13 5,500 6 years
36.50 6,000 7 years
37.50 8,100 8 years

Total 24,700

The stock options have a weighted-average life of 6.7 years.
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10. INCcOME TAXES

The following temporary differences gave rise to the deferred tax asset (liability) at
December 31:

2003 2002
Deferred tax assets:
Allowance for loan losses $1,691,918 $ 1,318,865
Deferred compensation 101,904 103,102
Unrealized losses on available-for-sale securities 109,680 -
Other 37.886 37.089
Total 1,941,388 1,459,056
Deferred tax liabilities:
Leasing : (702,933) (829,443)
Depreciation (567,983) (699,958)
Loan fees and costs (188,033) (150,818)
Unrealized gain on available-for-sale securities - (651,782)
Other (207,269) (177.917)
Total (1.666,218) (2,509,918)

Deferred tax asset (liability), net $ 275170 $(1.050,862)

The provision for income taxes is as follows:

2003 2002 2001
Current $711,062 $1,279,484 $961,982
Deferred (564,570) 246,871 _ (56.116)
Total provision $146.492 $1,526.355 $905,866
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11.

12.

A reconciliation between the expected statutory income tax and the actual provision for
income taxes is as follows:

2003 2002 2001
Expected provision at the statutory rate $608,510 $1,894,659 $1,616,360
Tax-exempt income (312,287) (379,139) (562,055)
Nondeductible interest expense 36,934 52,129 73,125
Bank owned life insurance (99,803) - -
Other nondeductible expenses 31,290 41,574 14,264
Low income housing tax credits (118,152) (118,152) (112,738)
Other, net - 35,284 (123,090)

Actual provision for income taxes $146.492 $1526,355 $ 905,866

RETIREMENT PLAN

The Company has a defined contribution 401(k) plan covering substantially all
employees of the Company. It is subject to the provisions of the Employee Retirement
Income Security Act of 1974 (ERISA). Contributions to the Plan were $214,756 in 2003,
$246,201 in 2002 and $211,518 in 2001.

FINANCIAL INSTRUMENTS

The Company is a party to financial instruments with off-balance-sheet risk in the
normal course of business to meet the financing needs of its customers. These
financial instruments include commitments to extend credit and standby letters of credit.
Those instruments involve, to varying degrees, elements of credit and interest rate risk
in excess of the amount recognized in the balance sheet. The contract or notional
amounts of those instruments reflect the extent of the Company’s involvement in
particular classes of financial instruments.

The Company’s exposure to credit loss from nonperformance by the other party to the
financial instruments for commitments to extend credit and standby letters of credit is
represented by the contractual amount of those instruments. The Company uses the
same credit policies in making commitments and conditional obligations as it does for
on-balance-sheet instruments.
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A summary of the notional amounts of the Bank’s financial instruments with off-balance-
sheet risk at December 31, 2003 follows:

NOTIONAL
AMQUNT
Commitments to extend credit $84,050,279

Standby letters of credit 6,598,816

Commitments to extend credit are legally binding agreements to lend to customers.
Commitments generally have fixed expiration dates or other termination clauses and
may require payment of fees. Since commitments may expire without being drawn
upon, the total commitment amounts do not necessarily represent future liquidity
requirements. The Company evaluates each customer’s credit-worthiness on a case-
by-case basis. The amount of collateral obtained, if considered necessary by the
Company on extension of credit, is based on management’s credit assessment of the
customer.

Financial standby letters of credit are conditional commitments issued by the Company
to guarantee performance of a customer to a third party. Those guarantees are issued
primarily to support public and private borrowing arrangements, including commercial
paper, bond financing, and similar transactions. The Company’s performance under the
guarantee is required upon presentation by the beneficiary of the financial standby letter
of credit. The credit risk involved in issuing letters of credit is essentially the same as
that involved in extending loan facilities to customers. The Company does not have any
recourse provisions or hold any assets that would enable it to recover from third parties
any of the amounts paid under the guarantee. The Company was not required to
recognize any liability in connection with the issuance of these financial standby letters
of credit.
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The following table summarizes outstanding financial letters of credit as of
December 31, 2003 (in thousands):

Less than 1-5 Over 5
1 Year Years Years Total
Secured by:

Collateral $1,025 $1,525 $3,430 $5,980
Guarantees 230 23 - 253
Bank lines of credit 284 39 - 323
1,539 1,587 3,430 6,556
Unsecured 38 5 - 43
Total 1,577 1,592 3,430 6,599

The Company has not incurred any losses on its commitments in 2003, 2002 or 2001.

The carrying or notional amount and estimated fair values of the Company’s financial
instruments were as follows at December 31, 2003 and 2002:

CARRYING CARRYING

OR OR
NOTIONAL ESTIMATED NOTIONAL  ESTIMATED
AMOUNT  FAIRVALUE  AMOUNT FAIR VALUE

(IN THOUSANDS) (IN THOUSANDS)

Financial assets:

Cash and cash equivalents $ 19,232 $ 19,232 $ 26,219 $ 26,219

Held-to-maturity securities 4,712 4,908 11,779 12,235

Available-for-sale securities 139,695 139,695 137,771 137,771

Loans and leases 366,982 369,914 354,262 357,696

Loans available for sale 19,864 20,501 28,715 29,660

Accrued interest 1,807 1,807 2,347 2,347
Financial liabilities:

Deposit liabilities $401,443 404,484 $413,788 $420,619

Accrued interest 1,270 1,270 1,707 1,707

Short-term borrowings 54,757 54,757 51,213 51,213

Long-term debt 71,876 79,146 63,000 72,011
Off-balance sheet liabilities:

Commitments to extend credit 84,050 84,050 $ 76,623 $ 76,623

Standby letters of credit 6,599 6,599 5,623 5,523



13. EARNINGS PER SHARE

Basic earnings per share ("EPS”) is computed using the weighted-average number of
shares of common stock outstanding. Diluted EPS includes the incremental shares that
would be outstanding after giving effect to the assumed exercise of stock options.

The following data shows the amounts used in computing earnings per share and the
effects on income and the weighted-average number of shares of potentially dilutive

common stock for the years ended December 31, 2003, 2002 and 2001.

INCOME COMMON SHARES
NUMERATOR DENOMINATOR EPS
2003 $1,643,248 1,820,403 $0.90
Basic EPS
Dilutive effect of potential common stock
Stock options:
Exercise of options outstanding 16,600
Hypothetical share repurchase at $37.00 (15,413)
Diluted EPS $1.643,248 1,821,590 $0.90
INCOME COMMON SHARES
NUMERATOR DENOMINATOR EPS
002
Basic EPS $4,046,173 1,817,430 $2.23
Dilutive effect of potential common stock
Stock options:
Exercise of options outstanding 25,900
Hypothetical share repurchase at $38.25 (23,991)
Diluted EPS $4.046,173 1.819,339 2.22
INCOME COMMON SHARES
NUMERATOR DENOMINATOR EPS
2001
Basic EPS $3,848,136 1,811,391 $2.12
Dilutive effect of potential common stock
Stock options:
Exercise of options outstanding 19,300
Hypothetical share repurchase at $37.75 (17,554)
Diluted EPS $3.848.136 1,813,137 2.12
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14. REGULATORY MATTERS

The Company (on a consolidated basis) and the Bank are subject to various regulatory
capital requirements administered by the federal banking agencies. Failure to meet
minimum capital requirements can initiate certain mandatory and possible additional
discretionary actions by regulators that, if undertaken, could have a direct material effect
on the Company’'s and the Bank’s financial statements. Under capital adequacy
guidelines and the regulatory framework for prompt corrective action, the Company and
the Bank must meet specific capital guidelines that involve quantitative measures of
their assets, liabilities, and certain off-balance-sheet items as calculated under
regulatory accounting practices. The capital amounts and classification are also subject
to qualitative judgments by the regulators about components, risk weightings, and other
factors. Prompt corrective action provisions are not applicable to bank holding
companies.

Quantitative measures established by regulation to ensure capital adequacy require the
Company and the Bank to maintain minimum amounts and ratios (set forth in the table
below) of total and Tier | capital (as defined in the reguiations) to risk-weighted assets
(as defined), and of Tier | capital (as defined) to average assets (as defined). As of
December 31, 2003, the Company and the Bank meet all capital adequacy
requirements to which they are subject.
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To be categorized as well capitalized the Company must maintain minimum total risk-
based, Tier | risk-based, and Tier | leverage ratios as set forth in the table.
Company’s and the Bank'’s actual capital amounts and ratios are also presented in the
table. No amounts were deducted from capital for interest-rate risk in either 2003 or

2002.

As of December 31, 2003:
Total Capital
(to Risk Weighted Assets)
Consolidated
Bank

Tier | Capital
(to Risk Weighted Assets)
Consolidated
Bank

Tier | Capital
(to Average Assets)
Consolidated
Bank

As of December 31, 2002:
Total Capital
(to Risk Weighted Assets)
Consolidated
Bank

Tier | Capital
(to Risk Weighted Assets)
Consolidated
Bank

Tier | Capital
(to Average Assets)
Consolidated
Bank

The Bank’s capital and ratios are not materially different that those of the Company.

The

To Be Well Capitalized

For Capital Under Prompt Corrective
Actual Adeguacy Purposes: Action Provisions:
Amount Ratio Amount Ratio Amount Ratio
$49,938,524 12.9% >$30,391,532 >8.0% N/A N/A
$48,977,279 12.9% >$30,390,364 >8.0% $37,987,955 210.0%
$44,110,086 11.6% >$15,195,676 >4.0% N/A N/A
$44,148,993 11.6% >$15,195,182 24.0% $22,792,773 >6.0%
$44,110,086 7.7% >$22,857,147 >4.0% N/A N/A
$44,148,993 7.7% >$22,857,147 >4.0% $28,571,434 =5.0%
$47,849,237 12.8% >$29,978,483 28.0% N/A N/A
$47,881,532 12.8% >$30,014,807 >8.0% $37,518,508 =10.0%
$43,926,946 11.7% >$14,989,241 >4.0% N/A N/A
$43,959,240 11.7% >$15,007,403 >4.0% $22,511,105 26.0%
$43,926,946 7.6% 2$23,230,761 >4.0% N/A N/A
$43,959,240 7.6% >$23,230,761 >4.0% $29,038,452 25.0%

The Bank can pay dividends to the Company equal to the Bank’s retained earnings
which approximated $41,000,000 at December 31, 2003. However, such dividends are
limited due to the capital requirements discussed above.



15. RELATED PARTY TRANSACTIONS

During the ordinary course of business, loans are made to executive officers, directors,

shareholders and associates of such persons.

These transactions are executed on

substantially the same terms and at the rates prevailing at the time for comparable

transactions with others.

These loans do not involve more than the normal risk of
collectability or present other unfavorable features.

A summary of loan activity with

officers, directors, shareholders and associates of such persons is as follows:

Balance, beginning

Adjustments for loans to individuals no
longer officers, directors,
shareholders or associates

Loans sold/participated

Additions

Collections

Balance, ending

2003 2002 2001
$11,692,596 $ 6,225458  $6,999,169
(221,750) - -
(758,680) ; ]
1,367,263 10,146,773 2,148,867
(1.954,000) _(4,679.635) (2.922578)
$10,125429 $11.692.,596  $6.225.458

Aggregate loans to directors and associates exceeding 2.5% of shareholders’ equity

included in the table above are as follows:

Number of persons

Balance, beginning

Loans sold/participated

Additions

Collections

Prior loan balance now above
threshold

Balance, ending

2003 2002 2001
3 3 2
$10,691,179 $ 5,597,515  $4,848,966
(753,296) ] ]
444184 9,609,764 570,951
(995,787)  (4,516,100)  (603,180)
- - 780,778
$9.386.280 $10.691.179 $5.597.515




16. QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

The following is a summary of quarterly results of operations for the years ended
December 31, 2003, 2002 and 2001:

FIRST SECOND THIRD FOURTH
003 QUARTER QUARTER QUARTER QUARTER TOTAL
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)
Interest income $7,638 $7,147 $6,783 $6,894 $28,462
Interest expense (3,806) (3.718) (3.443) (3,270) (14,237)
Net interest income 3,832 3,429 3,340 3,624 14,225
Provision for loan losses (300) (460) (300) (2,655) (3,715)
Other income 957 1,261 1,021 944 4,183
Other expenses (3,295) (3.014) (3,193) (3,401) (12,903)
Income (loss) before income taxes 1,194 1,216 868 (1,488) 1,790
(Provision) benefit for income taxes (307) (293) (183) 636 (147)
Net income (loss) $ 887 $ 923 $ 685 $ (852) $ 1,643
Net income (loss) per share $ 049 0.49 $ 0.38 $ (0.46) $ 090
FIRST SECOND THIRD FOURTH
2002 QUARTER QUARTER QUARTER QUARTER TOTAL
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

Interest income $8,730 $8,759 $8,556 $8,522 $34,567
interest expense (4,648) (4,566) (4.481) (4,187) (17.882)
Net interest income 4,082 4,193 4,075 4,335 16,685
Provision for loan losses (460) (496) (220) (488) (1,664)
Other income 972 979 737 614 3,302
Other expenses (3,144) (3.158) (3,302) (3,147) (12,751)
Income before provision for

income taxes 1,450 1,518 1,290 1,314 5,572
Provision for income taxes 372 (409) (357) (388) (1,526)
Net income 1,078 $1.109 $ 933 $ 926 4,046
Net income per share 0.59 0.61 0.51 0.52 2.23




FIRST SECOND THIRD FOURTH
001 QUARTER QUARTER QUARTER QUARTER TOTAL
(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

Interest income $9,169 $9,259 $9,264 $8,688 $36,380
Interest expense (5,398) (5,146) (5,146) (5,164) (20,854)
Net interest income 3,771 4,113 4,118 3,524 15,526
Provision for loan losses (328) (276) (570) (1,301) (2,475)
Other income 865 830 857 1,150 3,702
Other expenses (2.931) (3.177) (3,230) (2,661) (11,999)
Income before provision for

income taxes 1,377 1,490 1,175 712 4,754
Provision for income taxes (294) (350) (251) (11) (906)
Net income 1,083 1,140 $ 924 $ 701 $ 3,848
Net income per share 0.60 0.62 0.51 0.39 2.12

17. CONTINGENCIES

The nature of the Company’'s business generates some litigation involving matters
arising in the ordinary course of business. However, in the opinion of management of
the Company after consulting with the Company’s legal counsel, no legal proceedings
are pending, which, if determined adversely to the Company or the Bank, would have a
material effect on the Company’s shareholders’ equity or results of operations. No legal
proceedings are pending other than ordinary routine litigation incident to the business of
the Company and the Bank. In addition, to management’s knowledge, no government
authorities have initiated or contemplated any material legal actions against the
Company or the Bank.




18. RECENT ACCOUNTING PRONOUNCEMENTS

In December 2002, the Financial Accounting Standards Board (“FASB”) issued SFAS
No. 148, Accounting for Stock-Based Compensation — Transition and Disclosure — An
Amendment of FASB Statement No. 123. This statement amends SFAS No. 123,
Accounting for Stock-Based Compensation, to provide alternative methods of transition
for a voluntary change to the fair value based method of accounting for stock-based
employee compensation. The statement also amends the disclosure requirements of
SFAS No. 123 to require prominent disclosures in both annual and interim financial
statements about the method of accounting for stock-based employee compensation
and the effect of the method used on reported results. This statement is effective for
fiscal years ending after December 15, 2002, except for financial reports containing
condensed financial statements for interim periods for which disclosure is effective for
periods beginning after December 15, 2002. This statement announces, “in the near
future, the Board plans to consider whether it should propose changes to the U.S.
standards on accounting for stock-based compensation.” The adoption of this
statement did not have an effect on the Company’s earnings, financial condition or
equity.

In April 2003, the FASB issued SFAS No. 149, Amendment of Statement No. 133 on
Derivative Instruments and Hedging Activities. This statement amends and clarifies
accounting for derivative instruments, including certain derivative instruments
embedded in other contracts, and for hedging activities under SFAS No. 133. The
amendments set forth in SFAS No. 149 require that contracts with comparable
characteristics be accounted for similarly. In particular, this statement clarifies under
what circumstances a contract with an initial net investment meets the characteristic of
a derivative as discussed in SFAS No. 133. In addition, it clarifies when a derivative
contains a financing component that warrants special reporting in the statement of cash
flows. SFAS No. 149 amends certain other existing pronouncements. Those changes
will result in more consistent reporting of contracts that are derivatives in their entirety or
that contain embedded derivatives that warrant separate accounting.

This statement is effective for contracts entered into or modified after June 30, 2003,
except as stated below and for hedging relationships designated after June 30, 2003.
The guidance should be applied prospectively. The provisions of this statement that
related to SFAS No. 133 Implementation Issues that have been effective for fiscal
quarters that began prior to June 15, 2003, should continue to be applied in accordance
with their respective effective dates. In addition, certain provisions relating to forward
purchases or sales of when-issued securities or other securities that do not yet exist,
should be applied to existing contracts as well as new contracts entered into after
June 30, 2003. The adoption of this statement did not have an effect on the Company’s
earnings, financial condition or equity.
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in May 2003, the FASB lIssued SFAS No. 150, Accounting for Certain Financial
Instruments with Characteristics of Both Liabilities and Equity. This statement
establishes how an issuer classifies financial instruments with characteristics of both
liabilities and equity. It requires that an issuer classify these financial instruments as a
liability (or, in certain circumstances, an asset). Previously, these financial instruments
would have been classified entirely as equity, or between the liabilities and equity
section of the balance sheet. This statement also addresses questions about the
classification of certain financial instruments that embody obligations to issue equity
shares. The provisions of this statement are effective for interim periods beginning after
June 15, 2003. The adoption of this statement did not have an effect on the Company’s
earnings, financial condition or equity.

In January 2003, the FASB issued Interpretation No. 46, Consolidation of Variable
Interest Entities, in an effort to expand upon and strengthen existing accounting
guidance that addresses when a company should include in its financial statements the
assets, liabilities and activities of another entity. The objective of this interpretation is
not to restrict the use of variable interest entities but to improve financial reporting by
companies involved with variable interest entities. Prior to this interpretation, one
company generally has included another entity in its consolidated financial statements
only if it controlled the entity through voting interests. This interpretation changes that
by requiring a variable interest entity to be consolidated by a company if that company
is subject to a majority of the risk of loss from the variable interest entity’'s activities or
entitled to receive a majority of the entity’s residual returns or both. The consolidation
requirements of this interpretation apply immediately to variable interest entities created
after January 31, 2003. The consolidation requirements apply to older entities in the
first fiscal year or interim period beginning after June 15, 2003. Certain of the
disclosure requirements apply in all financial statements issued after January 31, 2003,
regardless of when the variable interest entity was established. The adoption of the
interpretation did not have an effect on the Company’s earnings, financial condition or
equity.
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19. PARENT COMPANY ONLY

The following is condensed financial information for Fidelity D & D Bancorp, Inc. on a
parent company only basis (in thousands):

CONDENSED BALANCE SHEET

DECEMBER 31,
2003 2002
ASSETS:
Cash $ 2 3 2
Investment in subsidiary 43,971 45,267
Other 12 -
Total $43,985 $45,269
LIABILITIES AND SHAREHOLDERS’ EQUITY:
Liabilities $ 53 $§ 35
Shareholders’ equity 43,932 45,234
Total $43,985 $45,269
CONDENSED INCOME STATEMENT
YEARS ENDED DECEMBER 31,
2003 2002 2001
INCOME:
Equity in undistributed earnings of subsidiary $ 182 $2,598 $2,918
Dividends from subsidiary 1,590 1,542 1.056
Total income 1,772 4,140 3,974
OPERATING EXPENSES 195 142 191
INCOME BEFORE TAXES 1,577 3,998 3,783
CREDIT FOR INCOME TAXES 66 48 65
NET INCOME 1,643 4,046  $3.848
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CONDENSED STATEMENT OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cash
provided by operations:
Equity in earnings of subsidiary
Deferred income taxes
Net change in other assets

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES,
Dividends received from subsidiary

CASH FLOWS FROM FINANCING ACTIVITIES:
Dividends paid, net of dividend reinvestment
Exercise of stock options
Withholdings to purchase capital stock
Purchase of treasury stock

Net cash used in financing activities
Net increase in cash
CASH, BEGINNING

CASH, ENDING

YEARS ENDED

DECEMBER 31,
2003 2002 2001

$1643 $4,046 $3,848
(1,772)  (4,140) (3,974)
(66) 2 2

54 24 23
(141) (68) _ (101)
1,590 1,542 1,056
(1,081)  (1,047) (1,006)
30 15 51

60 39 -
(458) (480) -
(1,449) _(1,473) _ (955)
- 1 -

2 1 1

$ 2 $ 2 § 1




Item 9: CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.
Item 9A4: CONTROLS AND PROCEDURES

The Company maintains controls and procedures designed to ensure that information required to be disclosed in
the reports that the Company files or submits under the Securities Exchange Act of 1934 is recorded, processed,
summarized and reported within the time periods specified in the rules and forms of the Securities and
Exchange Commission. Based upon their evaluation of those controls and procedures performed within 90 days
of the filing date of this report, the Chief Executive and Chief Financial Officers of the Company concluded that
the Company's disclosure controls and procedures were adequate.

PART IIT
Item 10: DIRECTORS AND EXECUTIVE OFFICERS OF THE COMPANY

The information required under Items 401 and 406 of Regulation S-K is incorporated by reference herein, to the
information presented in the Company’s definitive Proxy Statement for its 2004 Annual Meeting of
Shareholders to be filed with the SEC.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires the Company’s directors, executive officers and
shareholders owning in excess of 10% of the Company’s outstanding equity stock to file initial reports of
ownership and reports of changes in ownership of common stock and other equity securities of the Company
with the Securities and Exchange Commission (the SEC). SEC regulations require that these reporting persons
furnish the Company with copies of all Section 16(a) forms which they file. Based on a review of copies of such
reports received by it, and on written statements of the reporting persons, the Company believes that the
reporting persons complied with all such Section 16(a) filing requirements in a timely fashion.

Item 11: EXECUTIVE COMPENSATION

The information required by this Item is incorporated by reference herein, to the information presented in the
Company’s 2004 definitive Proxy Statement.

Item 12: SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The information required by this Item is incorporated by reference herein, to the information presented in the
Company’s 2004 definitive Proxy Statement.

Item 13: CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by this Item, relating to transactions with management and others, certain business
relationships and indebtedness of management, is set forth above in Item 8 “Financial Statements and
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Supplementary Data” and is incorporated by reference herein to the information presented in the Company’s
2004 definitive Proxy Statement.

Item 14: PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is incorporated by reference herein, to the information presented in the
Company’s 2004 definitive Proxy Statement.

PART IV

Item 15: EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON
FORM 8-K

(a) (1)Financial Statements - The following financial statements are included by reference in Part I1, Item 8
hereof:

Report of Independent Certified Public Accountants.
Consolidated Balance Sheet.

Consolidated Statement of Income.

Consolidated Statement of Changes in Shareholders’ Equity.
Consolidated Statement of Cash Flows.

Notes to Consolidated Financial Statements.

(2)Financial Statement Schedules

Financial Statement Schedules are omitted because the required information is either not applicable,
the data is not significant or the required information is shown in the respective financial statements
or in the notes thereto or elsewhere herein.

(3)Exhibits
The following exhibits are filed herewith or incorporated by reference as a part of this Form 10-K:

3(i) Amended and Restated Articles of Incorporation of Registrant. Incorporated by reference to
Exhibit 3(1) to Registrant's Registration Statement No. 333-90273 on Form S-4, filed with the SEC
on November 3,1999 and as amended on April 6, 2000.

3(ii) Bylaws of Registrant. Incorporated by reference to Exhibit 3(ii) to Registrant's Registration
Statement No. 333-90273 on Form S-4, filed with the SEC on November 3, 1999 and as amended
on April 6,2000.

10.1 1998 Independent Directors Stock Option Plan of The Fidelity Deposit and Discount Bank,
as assumed by Registrant. Incorporated by reference to Exhibit 10.1 to Registrant's Registration
Statement No. 333-90273 on Form S-4, filed with the SEC on November 3, 1999 and as amended
on April 6, 2000.
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10.2 1998 Stock Incentive Plan of The Fidelity Deposit and Discount Bank, as assumed by
Registrant. Incorporated by reference to Exhibit 10.2 of Registrant's Registration Statement No.
333-90273 on Form S-4, filed with the SEC on November 3, 1999 and as amended on April 6,
2000.

10.3 Form of Deferred Compensation Plan of The Fidelity Deposit and Discount Bank.
Incorporated by reference to Exhibit 10.3 to Registrant's Registration Statement No.333-45668 on
Form S-1, filed with the SEC on September 12, 2000 and as amended on October 11, 2000.

10.4 Registrant’s 2000 Dividend Reinvestment Plan. Incorporated by reference to Exhibit 4 to
Registrant's Registration Statement No. 333-45668 on Form S-1, filed with the SEC on September
12, 2000 and as amended by Pre-Effective Amendment No. 1 on October 11, 2000 and by Post-
Effective Amendment No. 1 on May 30, 2001.

10.5 Registrant’s 2000 Independent Directors Stock Option Plan. Incorporated by reference to
Exhibit 4.3 to Registrant’s Registration Statement No. 333-64356 on Form S-8 filed with the SEC
on July 2, 2001.

10.6 Registrant’s 2000 Stock Incentive Plan. Incorporated by reference to Exhibit 4.4 to
Registrant’s Registration Statement No. 333-64356 on Form S-8 filed with the SEC on July 2,
2001.

10.7 Registrant’s 2002 Employee Stock Purchase Plan. Incorporated by reference to Exhibit 4.5 to
Registrant’s Registration Statement No. 333-113339 on Form S-8 filed with the SEC on March 5,
2004.

11 Statement regarding computation of earnings per share. Included herein in Note 13 “Earnings
per Share”, contained within the Notes to Consolidated Financial Statements, and incorporated
herein by reference.

12 Statement regarding computation of ratios. Included herein in Item 6, “Selected Financial
Data”.

13 Annual Report to Shareholders. Incorporated by reference to the 2003 Annual Report to
Shareholders filed with the SEC on Form ARS.

14 Code of Ethics.

21 Subsidiaries of the Registrant.

23 Consent of Independent Auditors.

31.1 Rule 13a-14(a) Certification of Principal Executive Officer, filed herewith.

31.2 Rule 13a-14(a) Certification of Principal Financial Officer, filed herewith.
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32.1 Certification of Principal Executive Officer pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, filed herewith.

32.2 Certification of Principal Accounting Officer pursuant to 18 U.S.C. Section 1350,
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, filed herewith.

(b) Reports on Form 8-K.
On November 3, 2003, Fidelity D&D Bancorp, Inc. announced its results of operations for the quarter
ended September 30, 2003. A copy of the related press release was furnished with the Form 8-K filing
on November 4, 2003.

(c) The exhibits required to be filed by this Item are listed under
Item 15(a)3, above.

(d) NOT APPLICABLE.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities and Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

FIDELITY D&D BANCORP, INC.
(Registrant)

Date: March 29, 2004 By: /s/ Michael F. Marranca
Michael F. Marranca,
Chairman of the Board of Directors

Date: March 29, 2004 By: /s/ Salvatore R. DeFrancesco, Jr.
Salvatore R. DeFrancesco, Jr.,
Treasurer and Chief Financial Officer

Date: March 29, 2004 By: /s/ Daniel J. Santaniello
Daniel J. Santaniello,
Interim Chief Executive Officer and
Chief Operating Officer
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Pursuant to the requirements of the Securities and Exchange Act of 1934, this report has been signed below by the following
person on behalf of the registrant and in the capacities and on the dates indicated.

DATE

By: /s/ Michael F. Marranca March 29, 2004
Michael F. Marranca, Chairman
of the Board of Directors

By: /s/ Daniel J. Santaniello March 29, 2004
Daniel J. Santaniello, Interim
Chief Executive Officer and Chief
Operating Officer

By: /s/ Salvatore R. DeFrancesco, Jr. March 29, 2004
Salvatore R. DeFrancesco, Jr., Treasurer
and Chief Financial Officer

By: /s/ Samue] C. Cali March 29, 2004
Samuel C. Cali, Assistant Secretary of
the Board of Directors, Chairman Emeritus
and Director

By: March , 2004
John F. Glinsky, Jr., Secretary
of the Board of Directors and Director

By: /s/ Patrick J. Dempsey March 29, 2004
Patrick J. Dempsey, Vice Chairman
of the Board of Directors and Director

By: /s/ Paul A. Barrett March 29, 2004
Paul A. Barrett, Director

By: /s/ John T. Cognetti March 29, 2004
John T. Cognetti, Director

By: /s/ Michael J. McDonald March 29, 2004
Michael J. McDonald, Director

By: /s/ David L. Tressler March 29, 2004
David L. Tressler, Director

By: /s/ Mary E. McDonald March 29 , 2004
Mary E. McDonald, Director

By: /s/ Brian J. Cali March 29, 2004
Brian J. Cali, Director




EXHIBIT INDEX

3(i) Amended and Restated Articles of

Incorporation of Registrant. Incorporated by reference to
Exhibit 3(i) to Registrant's Registration Statement No. 333-
90273 on Form S-4, filed with the SEC on November 3,1999
and as amended on April 6, 2000.

3(ii) Bylaws of Registrant. Incorporated

by reference to Exhibit 3 (ii) to Registrant's Registration
Statement No. 333-90273 on Form S-4, filed with the SEC on
November 3, 1999 and as amended on April 6, 2000.

10.1 1998 Independent Directors Stock

Option Plan of The Fidelity Deposit and Discount Bank, as
assumed by Registrant. Incorporated by reference to Exhibit
10.1 to Registrant's Registration Statement No. 333-90273 on
Form S-4, filed with the SEC on November 3, 1999 and as
amended on April 6, 2000.

10.2 1998 Stock Incentive Plan of The

Fidelity Deposit and Discount Bank, as assumed by
Registrant. Incorporated by reference to Exhibit 10.2 of
Registrant's Registration Statement No. 333-90273 on Form
S-4, filed with the SEC on Nov. 3, 1999 and as amended on
April 6, 2000.

10.3 Form of Deferred Compensation Plan

of The Fidelity Deposit and Discount Bank. Incorporated by
reference to Exhibit 10.3 to Registrant's Registration
Statement No. 333-45668 on Form S-1, filed with the SEC on
September 12, 2000 and as amended on October 11, 2000.

10.4 Registrant’s 2000 Dividend

Reinvestment Plan. Incorporated by reference to Exhibit 4 to
Registrant's Registration Statement No. 333-45668 on Form
S-1, filed with the SEC on September 12, 2000 and as
amended by Pre-Effective Amendment No. 1 on October 11,
2000 and by Post-Effective Amendment No. 1 on May 30,
2001.

10.5 Registrant’s 2000 Independent

Directors Stock Option Plan. Incorporated by reference to
Exhibit 4.3 to Registrant’s Registration Statement No.
333-64356 on Form S-8 filed with the SEC on July 2, 2001.
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10.6 Registrant’s 2000 Stock Incentive *
Plan. Incorporated by reference to Exhibit 4.4 to Registrant’s

Registration Statement No. 333-64356 on Form S-8 filed with

the SEC on July 2, 2001.

10.7 Registrant’s 2002 Employee Stock Purchase *
Plan. Incorporated by reference to Exhibit 4.5 to Registrant’s

Registration Statement No. 333-113339 on Form S-8 filed with

the SEC on March 5, 2004.

11 Statement regarding computation of 74
earnings per share. Included herein in Note 13 “Earnings per

Share”, contained within the Notes to Consolidated Financial

Statements, and incorporated herein by reference.

12 Statement regarding computation of 8
ratios. Included herein in Item 6, “Selected Financial Data”.

13 Annual Report to Shareholders. Incorporated by reference *

to the 2003 Annual Report to Shareholders filed with the SEC

on Form ARS.

14 Code of Ethics. 92

21 Subsidiaries of the Registrant. 96

23 Consent of Independent Auditors. 97

31.1 Rule 13a-14(a) Certification of Principal Executive 98
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31.2 Rule 13a-14(a) Certification of Principal Financial 99
Officer.
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18 U.S.C. Section 1350, as adopted pursuant to Section 906
of the Sarbanes-Oxley Act of 2002.

32.2 Certification of Principal Financial Officer pursuant to 101
18 U.S.C. Section 1350, as adopted pursuant to Section 906
of the Sarbanes-Oxley Act of 2002.

* Incorporated by Reference
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Exhibit 14

Code of Ethics

FIDELITY D & D BANCORP, INC.
CODE OF ETHICS

As adopted by the Board of Directors on March 16, 2004

The Directors, Officers, and Employees of Fidelity D & D Bancorp, Inc. and its subsidiaries (the
“Company”’) hold an important and elevated role in corporate governance. They are vested with both the
responsibility and authority to protect and preserve the interests of all of the Company’s constituents, including
shareholders, customers, and citizens of the communities in which we conduct business. The maintenance of
extremely high standards of honest, ethical, and impartial conduct is essential to assure the proper performance
of the Company’s business and the maintenance of the public’s trust. This Code of Ethics prescribes the
policies and procedures to be employed and enforced in the Company’s operations. This Code augments the
Fidelity D & D Bancorp, Inc.’s Employee Handbook.

. It is your responsibility to comply with the law and behave in an ethical manner. This
responsibility cannot be delegated or assumed by the Company.

. This Code cannot anticipate every possible situation or cover every topic in detail. Most of the
topics covered in this Code are explained in greater detail in the Fidelity D & D Bancorp, Inc.
Employee Handbook. From time-to-time the Company may establish compliance programs to
address specific subjects. If you are unclear about a situation, seek guidance before taking
action.

. The standards in this Code do not necessarily take into account all legal requirements. Where
more restrictive local laws or requirements exist, those take precedence.

. You must comply with all applicable governmental rules and regulations. Failure to obey laws
and regulations violates this Code and may expose both you and the Company to criminal or
civil prosecution. Any violation of this Code or other compliance programs may result in
corrective action, up to and including termination. The Company may also seek civil remedies
from you and even refer criminal misconduct to law enforcement agencies.

. You are responsible for reporting suspected violations of this Code.

. If you have a question about a topic covered in this Code, please review the Fidelity D & D
Bancorp, Inc. Employee Handbook. If you still have a concern regarding any unethical or illegal
conduct, please contact Chairman of the Audit Committee of the Board (the "Audit Committee")
or the Audit Committee’s designee and follow the guidelines in the “Whistle Blower” section of
the Company Employee Handbook.
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Conflicts of Interest

A “conflict of interest” exists any time you face a choice between what is in your personal interest
(financial or otherwise) and the interest of the Company. These situations are not always easy to avoid. When
a conflict of interest arises, it is important that you act with great care to avoid even the appearance that you’re
actions were not in the best interest of the Company. If you find yourself in a position where your objectivity
may be questioned because of individual interest or family or personal relationships, notify the Chairman of the
Audit Committee, immediately.

Ownership Interests

Board of Directors approval is required for the Company to do business with a company in which a
member of the Board of Directors, an officer, an employee or a family member of a director, officer or
employee owns — directly or indirectly — an interest. If you or a family member own or acquire an interest that
is greater than 5 % in any company, Board approval is needed:

. If that company has more than $1,000 in deposits, loans or does more than $1,000 in annual sales
of goods or services to the Company or its affiliates; or

. If you help make that company’s purchasing or lending decisions or have a part in payment for
the goods and services.

If your ownership interest does not meet any of the above criteria, Board approval is not needed, but you remain
obligated to keep the Company’s interests first in mind.

Gifts, Meals, Services and Entertainment

You should not request or accept anything that might be used as a means to influence, or even appear to
influence, you against the Company’s best interests. Personal gifts should not be accepted other than those
considered common business courtesies and for which you would reasonably expect to give something similar
in return in the normal course of business.

Safeguarding Company Assets/Accuracy of Books and Records

The Company maintains internal controls to provide direction on protecting Company assets and
financial accountability. The controls are based upon the following principles.

Do not:

. Make personal use of Company assets that creates any additional costs for the Company,
interferes with work duties or violates any Company policies;

. Allow Company property to be used to help carry out illegal acts;
. Manipulate financial accounts, records or reports for personal gain;

. Maintain off-the-book accounts to facilitate questionable or illegal payments; or

- 93 -




. Violate any law or regulation.

Do:
. Ensure effective internal controls and procedures are designed and implemented;
. Prepare project budget proposals with accurate information;
. Maintain books, accounts and records according to generally accepted accounting principles,

using enough detail to reflect accurately and fairly Company transactions;
. Record transactions in a timely manner, so that no misleading financial information is created.
(These transactions include, but are not limited to, income, expense, indebtedness, obligation,

reserves and acquisition or disposition of assets, etc.); and

. Give full, fair, accurate, timely, and understandable disclosure in any and all periodic reports
filed with the Securities Exchange Commission.

Insider Trading

Insider trading is a crime that can carry severe penalties. If you know material, confidential information
about the Company or any company with whom we have a business relationship and you trade Company
securities, such as stocks or bonds, while in possession of that information or tell others about it before it is
made public, you may have violated the insider trading laws. Please review the Employee Handbook for
details on our insider trading policy.

Material information is the type of news that would affect a reasonable investor’s decision on whether or
not to invest in the Company’s stock. Examples include plans to issue securities, sharp changes in earnings
patterns, changes in dividend rates, changes in key management personnel, mergers, acquisitions, and important
regulatory actions affecting the Company. This policy forbids you from trading not only in Company stock, but
also in stock of our suppliers, customers or other companies with whom we have a business relationship, while
in possession of material inside information, learned in the course of your employment at our Company.

We encourage all members of the Board of Directors, officers, and employees to invest in our stock.
However, if you have access to any information not readily available to the public, you must be very careful
when trading stock to be sure you have not traded while in possession of material non-public information.
When you have such information:

. Do not tell anyone not authorized to have the information. A casual remark to a friend may find
its way to a broker and eventually to the entire financial community thereby requiring the
Company to make a premature or unplanned public announcement. This “tipping” may be
illegal and damaging to the Company.

. In compliance with the Sarbanes-Oxley Act of 2002, do not trade and trading is prohibited in the

Company’s stock (or that of an applicable outside company) until the news has been made public
for at least two full business days. Circumstances suggesting the possibility of insider trading
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may result in an investigation by governmental authorities of the Company and stockbroker
records of stock trading transactions. This investigation could damage our Company’s
reputation and result in liability or penalties, including criminal charges and fines against the
individual.

. This policy against insider trading also covers transfers into and out of the Company stock or
savings plans and changes in patterns involving purchases of our stock within the plans.

However, generally, regular scheduled purchases of the Company stock within plans are not
prohibited.

If you are planning to effect a transaction in our securities, you must contact our Investor Relations Officer or
Chief Financial Officer, in advance.

Bribery, Kickbacks and Other Improper Payments

The Company, our Board of Directors, Officers, and Employees must maintain high ethical and
professional standards in all dealings.

. Do not directly or indirectly promise, offer or make payment in money or anything of value to
anyone, including a government official, agent, or employee of a government, political party,
labor organization or business entity or a candidate of a political party, with the intent to induce
favorable business treatment or to improperly affect business or governmental decisions.

. Our Code does not take into account all local legal requirements. Where more restrictive local
laws exist, those take precedence. In general, the Company does not consider ordinary and
reasonable business entertainment or gifts of insubstantial value that are customary and legal in
the local market to be improper.

. Document any entertainment of and gifts to customers and potential customers.

Loans are not made by the Company to its Board members, officers, or employees. Loans may be made
by our banking subsidiaries and will comply with all federal and state laws, statutes, and regulations.




Exhibit 21

Subsidiaries of the Registrant

Subsidiary State of Incorporation
The Fidelity Deposit and Discount Bank Pennsylvania
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Exhibit 23

Consent of Independent Auditors

We consent to the incorporation by reference in this Annual Report on Form 10-K for the year ended
December 31, 2003, of Fidelity D & D Bancorp, Inc. of our report dated January 30, 2003 included in the
Registrant’s Annual Report to Shareholders.

/s/ Parente Randolph, PC
Wilkes-Barre, Pennsylvania
March 29, 2004
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Exhibit 31.1

CERTIFICATION
I, Daniel J. Santaniello, certify that:
1. I have reviewed this annual report on Form 10-K of Fidelity D&D Bancorp, Inc.;
2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a

material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14 for the registrant and have:

(a) Designed such disclosure controls and procedures to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
annual report is being prepared;

(b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to
the filing date of this annual report (the “Evaluation Date™); and

(©) Presented in this annual report our conclustons about the effectiveness of the disclosure controls and procedures
based on our evaluation as of the Evaluation Date.

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the registrant’s auditors and material
weaknesses in internal controls; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal controls.

6. The registrant’s other certifying officers and I have indicated in this annual report whether there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent
evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 29, 2004 By: /s/ Daniel J. Santaniello
Daniel J. Santaniello, Interim-
Chief Executive Officer and
Chief Operating Officer




Exhibit 31.2
CERTIFICATION
1, Salvatore R. DeFrancesco, Jr., certify that, certify that:
L. 1 have reviewed this annual report on Form 10-K of Fidelity D&D Bancorp, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14 for the registrant and have:

(a) Designed such disclosure controls and procedures to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
annual report is being prepared;

(b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to
the filing date of this annual report (the “Evaluation Date”); and

(©) Presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures
based on our evaluation as of the Evaluation Date.

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the registrant’s auditors and material
weaknesses in internal controls; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal controls.

6. The registrant’s other certifying officers and I have indicated in this annual report whether there were significant changes in
internal controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent
evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 29, 2004 By: /s/ Salvatore R. DeFrancesco, Jr.
Salvatore R. DeFrancesco, Jr.
Treasurer and Chief Financial Officer




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADDED BY
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Fidelity D&D Bancorp, Inc. (the “Company”)
for the year ended December 31, 2003, as filed with the Securities and Exchange Commission (the “Report™), I,
Daniel J. Santaniello, Interim Chief Executive Officer and Chief Operating Officer of the Company, certify,
pursuant to 18 U.S.C. §1350, as added by § 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

2. To my knowledge, the information contained in the Report fairly presents, in all material respects,
the financial condition and results of operations of the Company as of and for the period covered by
the Report.

Date:  March 29, 2004 By: /s/ Daniel J. Santaniello
Daniel J. Santaniello,
Interim Chief Executive Officer
and Chief Operating Officer

- 100 -



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADDED BY
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Fidelity D&D Bancorp, Inc. (the “Company™)
for the year ended December 31, 2003, as filed with the Securities and Exchange Commission (the “Report™), I,
Salvatore R. DeFrancesco, Jr., Treasurer and Chief Financial Officer of the Company, certify, pursuant to 18
U.S.C. §1350, as added by § 906 of the Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

2. To my knowledge, the information contained in the Report fairly presents, in all material respects,
the financial condition and results of operations of the Company as of and for the period covered by
the Report.

Date: ~ March 29, 2004 By: /s/ Salvatore R. DeFrancesco, Jr.
Salvatore R. DeFrancesco, Jr.
Treasurer and Chief Financial Officer
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FULL SERVICE BRANCH OFFICES

Abington Office 1311 Morgan Highway, Clarks Summit, PA 18411
Eynon Office 511 Scranton-Carbondale Hwy., Eynon, PA 18403
Peckville Office 1598 Main Street, Peckville, PA 18452

Main Office Blakely & Drinker Streets, Dunmore, PA 18512
Keystone Industrial Park Dunmore, PA 18512

Green Ridge Plaza Scranton, PA 18509

Downtown Scranton 139 Wyoming Avenue, Scranton, PA. 18503*
Fidelity Financial Center Office 338 N. Washington Avenue, Scranton, PA 18503
Moosic Office 4010 Birney Avenue, Moosic, PA 18507

Pittston Office 403 Kennedy Boulevard, Pittston, PA 18640

West Pittston Office 801 Wyoming Avenue, West Pittston, PA 18643
Kingston Office 247 Wyoming Avenue, Kingston, PA 18704

ATM LOCATIONS ONLY

U.S. Mini Marts 511 Main Street, Childs, PA 18407

Riccardo’s Market 320 S. Blakely Street, Dunmore, PA 18512
Marywood University Nazareth Hall, Scranton, PA 18509
Montage Mountain Ski Lodge Scranton, PA 18505

U.S. Mini Marts 300 Meadow Avenue, Scranton, PA 18505
Lackawanna County Stadium Moosic, PA 18507

Exxon Station Rt. 307, Covington Twp., Moscow, PA 18444
U.S. Mini Marts 1650 W. Main Street, Stroudsburg, PA 18360
Convenient Food Mart 330 Northern Blvd., Chinchilla, PA 18410
Convenient Food Mart Highland Avenue., Clarks Summit, PA '1 8411

* Indicates location without ATM machine

Stroudsburg



PRODUCTS & SERVICES

Consumer Deposit Products
Personal Checking Accounts
Budget Checking Accounts
Senior Checking Accounts
Scholar Checking Accounts
NOW Accounts
Money Market Accounts
Statement Savings Accounts
Scholar Savings Accounts
Fixed Rate or Variable Rate
IRA Certificate of Deposit
Christmas and All Purpose Club Accounts
Certificate of Deposit

Consumer Electronic Services
Overdraft Protection
Fidelity At Work Program (Offered to
business for their employees)
Direct Deposit Services
MAC Services:
Fidelity Check Card
ATM Card
Fidelity Telephone Link
Fidelity On-Line
Fidelity Web Bill Pay
Sweep Accounts Using
Repurchase Agreements

Consumer Loan Products
Home Equity Loans

Home Equity Line of Credit
Mortgage Loans
Construction Mortgages
Auto Loans

Personal Line of Credit
Installment Loans

Student Loans

Preferred Lines of Credit

Business Loan Products
Commercial Loans

Equipment Loans

Floor Plan Loans

Lines of Credit

Community Development Loans
Commercial/Equipment Leasing
Demand Loans

Commercial Mortgages
Participation Loans

Letters of Credit

Special Business Loan Programs
SBA Loan Programs

PENNCAP Loans

PEDFA Loans

FHLB - BOB Program

Investment Services*
Annuities
Estate Settlement & Services
Mutual Funds
Term Life Insurance
Long-Term Care Insurance
Whole Life Insurance
Variable Life Insurance
Retirement Accounts:

401K

SEP

SIMPLE

IRA

Business Electronic Services
Fidelity Cash Manager
Fidelity Telephone Link
Fidelity On-Line
MasterCard/Visa (MAC)
Merchant Processing
ACH Origination Processing

*  Not FDIC insured. No Bank Guarantee. May Lose Value.

Additional Bank Services
Tax Exempt Bonds
Acceptance of Utility Bills:

Pennsylvania American Water
Acceptant of County Real Estate Taxes
Acceptance of TT&L Payments for Business
Series “EE” and “T” U.S. Saving Bonds
Travelers Checks, Money Orders,

Certified Checks and Cashier Checks
Wire Transfer Services
Safe Deposit Services
ACH Services
Direct Deposit Services

Business Deposit Products and Services
Business Checking with Account Analysis
NOW Accounts

Money Market Deposit Accounts

Small Business Checking

Neighborhood Business Checking
Fidelity Visa Business Check Card
Savings Accounts

Certificates of Deposit

Sweep Accounts Using Repurchase Agreements

Fidelity At Work Program

Trust Services
Corporate Trust Services
Bond Trustee
Paying Agent
Custody Services
Institutional Money Management
Personal Trust
Revocable and Irrevocable Trusts
Charitable Trusts
Special Needs Trusts
Testamentary Trusts
Endowments
Guardianships

P
LENDER




OFFICERS &

The Fidelity D&D Bancorp, Inc.

Directors

Samuel C. Cali
Michael F. Marranca
Patrick J. Dempsey
John F. Glinsky, Jr.
Paul A. Barrett, Esq.
John T. Cognetti
Michael J. McDonald, Esq.
David L. Tressler, Sr.
Mary E. McDonald
Brian J. Cali, Esq.

Officers
Salvatore R. DeFrancesco, Jr., CPA
Barbara Shimkus

The Fidelity Deposit and Discount Bank Officers and Managers

Administration Division
John Piszak

John Cantarella
Barbara Shimkus
Marilyn R. Skettino
Bernard Desmarais

Barbara Kachmarsky, CPA
Darlene A. Roberts .
Kathleen Timlin

Joyce Jones

Joann Marsili

Operations Division

Robert P. Farrell
Nadine V. Marranca

Maryann Coviello
Maureen Polster
Brian Rinaldi
Laura Rivezzi
Richard Strauss
Sharon VanlLeuven
George Yakabusin
Beth Munson
Robert Siarniak

MANAGERS

Board of Directors and Officers

Assistant Secretary & Chairman Emeritus
Chairman of the Board

Vice Chairman of the Board

Secretary of the Board

Treasurer
Assistant Secretary to the Board
& Investment Relations Officer

The Fidelity Deposit and Discount Bank Board of Directors and Officers

Samuel C. Cali

Michael F. Marranca
Patrick J. Dempsey

John F. Glinsky, Ir.

Paul A. Barrett, Esq.

John T. Cognetti

Michael J. McDonald, Esq.
David L. Tressler, Sr.
Mary E. McDonald

Brian J. Cali, Esq.

Assistant Secretary & Chairman Emeritus
Chairman of the Board

Vice Chairman of the Board

Secretary of the Board

The Fidelity Deposit and Discount Bank Executive Officers

Daniel J. Santaniello
Salvatore R. DeFrancesco, Jr., CPA

Eugene Walsh

Executive Vice President
& Chief Operating Officer
Executive Vice President
& Chief Financial Officer
Executive Vice President
& Senior Loan Officer

Vice President

& Credit Review Director
Assistant Vice President

& Consumer Loan Manager
Assistant Vice President

& Executive Secretary
Assistant Vice President

& Credit Services Manager
Assistant Cashier, Security
& Bank Secrecy Act Officer
Internal Audit Manager
Compliance Officer
Commercial Looan Manager
Human Resource Director
Marketing Director

Cashier & Comptroller

Assistant Vice President

& Information Technology Manager
Assistant Cashier & Accounting Manager
Loan Operations Manager

Electronic Banking & Call Center Manager
Deposit/Proof Operations Manager

Loan Workout Officer

Data Processing Manager

Facility Manager

Imaging Manager

Collections Manager

Retail Division

Diane M. Wylam; Esq.
John J. Keeler

John M. Ferrett
Daniel D. Kuchar
Thomas Zabresky

Margaret M. Dermody
Catherine A. Langan
William McAndrew
Thomas Norek

Ellen Swartz

Harold Wesley

Branch Managers

Frances P. Banick

Francis Crowley
Suzette Besciglia

Jackie Castellani
Donna R. Gizenski
Mary Lou Janeski
Ellen Kanton

Jody Lewis

Cathy Mauriello
Elaine Motichka
Christine Valvano
Jean Marie Martin

Senior Trust & Investment Officer
Vice President

& Business Development Officer
Assistant Vice President

Assistant Vice President

Assistant Vice President

& Business Development Officer
Consumer Service Officer
Mortgage Originator

Financial Advisor

Corporate Trust Officer

Branch Sales Administrator

& Acting Manager, Financial Center Branch
Business Development Officer

Assistant Vice President,
Assistant Secretary to the Board
& Manager, Main Branch

Assistant Vice President
& Manager, Abington Branch
Assistant Cashier & Manager,
Keystone Industrial Park Branch

Manager, Peckville Branch

Manager, Kingston Branch

Manager, Scranton Branch

Manager, Eynon Branch

Manager, Moosic Branch

Manager, West Pittston Branch

Manager, Green Ridge Branch

Manager, Pittston Branch

Assistant Manager, Financial Center Branch
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